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TO AMEND SECTION 6 OF THE COTTON FUTURES ACT AND TO 
PREVENT THE SALE OF COTTON AND GRAIN IN FUTURE 
MARKETS. 



FBIDAT, JANTJABY 20, 1922. 

United States Senate, 
Subcommittee of the CoMMiriEE on Agriculture and Forestry, 

Washington, D. O. 
The subcommittee met, pursuant to call, at 10 o'clock a. m. in the Senate 
Office Building, Senator Henry W. Keyes presiding. 
Present: Senators Keyes (chairman) and Smith. 

The committee proceeded to consider the bills (S. 385) to amend section 5 
of the United States cotton futures act approved August 11, 1916, as amended, 
and (S. 399) to prevent the sale of cotton and grain in future markets, which 
are here printed in full, as follows: 

[S. 385, Sixty-seventh Congress, first session.] 

A BILL To amend section 5 of the United States cotton, futures act, approved August 

11, 1916, as amended. 

Be it enacted by the Senate jamd House of Representatives of the United 
States of America in Congress assembled. That section 5 of the United States 
cotton futures act, approved August 11, 1916, as amended, be, and the same 
hereby is, amended as follows: 

In the fourth subdivision of section 5 of said act, insert "(a)" after " fourth," 
and before " provide," and add at the end of such fourth subdivision : 

**(b) Provide that unless cotton in the basis grade be tendered in settle- 
ment of such contract, the buyer shall have the right to demand that one-half 
of the amount deliverable under the contract shall be delivered in equal 
quantity in two grades, to be specified by him, and that the seller shall have 
the right to tender one-half of the amount deliverable under the contract in 
equal quantity in two grades to be specified by such seller." 

The foregoing amendments shall be effective on and after the thirtieth day 
after the approval of this amendatory act, but nothing herein shall be con- 
strued as applicable to contracts entered into prior to the effective date of 
this amendatory act, or to affect rights acquired or powers exercised there- 
under. 



[S. 399, Sixty-seventh Congress, first session.] 
A BILL To prevent the sale of cotton and grain in future markets. 

Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled. That certain words used in this act and in 
proceedings pursuant hereto shall, unless the same be inconsistent with the 
context, be construed as follows: 

The word " message " shall mean any communication by telegraph, telephone, 
wireless telegraph, cable, or other means of communication from one State or 
Territory of the United States or the District of Columbia to any other State 
or Territory of the United States or the District of Columbia or to any foreign 
country. 

The word " grain " shall include wheat, com, oats, and barley. 

The word '* person " shall mean any person, partnership. Joint-stock company, 
society, association, or corporation, their managers and ofiScers, and when 
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used with reference to the commission of acts which are herein required or 
fort>ldden shall include persons who are participants in the required or for- 
bidden acts, and the agents, officers, and members of the boards of directors 
and trustees, or other similar controlling or directing bodies of partnerships, 
joint-stock companies, societies, associations, and corporations. 

And words importing the plural number, wherever used, may be applied to 
or mean <m\y a single person or thing, and words importing the singular number 
may be applied to or mean several persons or things. 

Sec. 2. That it shall be unlawful for any person to send, or cause to be sent, 
any message offering to make or enter into a contract for the purchase or sale 
for future delivery of cotton or grain without intending that such cotton or 
grain shall be actually delivered or received, or offering to make or enter into 
a contract whereby any party thereto, or any party for whom or in whose 
behalf such contract is made, requires the right or privileges to demand in the 
future the acceptance or delivery of cotton or grain without being thereby 
obligated to accept or to deliver such cotton or grain ; and the transmission of 
any message relating to any such transaction is hereby declared to be an inter- 
ference with commerce among the States and Territories and with foreign 
nations. Any person who shall be guilty of violating this section shall, upon 
conviction thereof, be fined in any sum not more than $10,000 nor less than 
$1,000, or shall be Imprisoned for not more than six months nor less than 
one month, or both such fine and imprisonment, and the sending or causing to 
be sent of each such message shall constitute a separate offense. 

Sec. 3. That it shall be the duty of any person sending any message relating; 
to a contract or to the making of a contract for future delivery of cotton or 
grain to furnish to the person transmitting such message an affidavit stating 
that he is the owner of such cotton or grain and that he has the intention to 
deliver such cotton or grain; or that such cotton or grain is at the time in 
actual course of gro^vth on land owned, controlled, or cultivated by him, and 
that he has the intention to deliver such cotton or grain ; or that he is at the 
time legally entitled to the right of future i^ssession of such cotton or grain 
under and by authority of a contract for the sale and future delivery thereof pre- 
viously made by the owner of such cotton or grain, giving the name of the party 
or names of parties to such contract and the time when and the place where 
such contract was made and the price therein stipulated, and that he has the in- 
tention to deUver such cotton or grain ; or that he has the intention to acquire 
and deliver such cotton or grain ; or that he has the intention to receive and pay 
for such cotton or grain : ProtMed, That any person electing to do so may file 
with the telegraph, telephone, wireless telegraph, or cable company an affidavit 
stating that the message or messages being sent, or to be sent, for the six 
months next ensuing by such person do not and will not relate to any such 
contract or offers to contract as are described in section 2 of this act, and any 
such company shall issue thereupon a certificate evidencing the fact that such 
affidavit has been duly filed, and such certificate shall be accepted in lieu of 
the affidavit herein required at all the transmitting offices of such company 
during the life of said affidavit. Any i)erson who knowingly shall make a 
false statement in any affidavit provided for in this act shall be punished 
by a fine of not more than $5,000 nor less than $500, or shall be imprisoned 
for not more than two years nor less than one year, or by both such fine and 
imprisonment. And any prosecution under the provisions of sections 2 or 3 
of this act the proof of failure to make any affidavit herein required shall be 
prima facie evidence that said message or messages related to a contract pro- 
hibited by section 2 of this act, and the proof of failure to deliver or receive 
the cotton or grain called for in any contract for future delivery of cotton or 
grain shall be prima facie evidence that there was no Intention to deliver 
or receive such cotton or grain when said contract was made. 

Sec. 4. That any agent of any telegraph, telephone, wireless telegraph, or 
cable company to whom messages herein described may be tendered is hereby 
required, empowered, and authorized to administer any oath required to be 
made under the provisicms of this act with like effect and force as officers hav- 
ing a seal, and such oaths shall be administered without any charge therefor. 

Sec. 5. That it shall be unlawful for any person owning or operating any 
telegraph or telephone line, wireless telegraph, cable, or other means of com- 
munication or any agent, officer, or employee of such person, knowingly to use 
such property or knowingly to allow such property to be used for the trans- 
mission of any message relating to such contracts as are described in section 2 
of this act. Any person who shall be guilty of violating this section shall, 
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upon conviction thereof, be punished for each offense by a fine of not more 
than $10,000 nor less than $500, and the sending of each message in violation 
of the provisions of this section shall constitute a separate offense. 

Sac. 6. That every book, newspaper, pamphlet, letter, writing or other publica- 
tion containing matter tending to induce or promote tiie making of such contracts 
as are described in section 2 of this act is hereby declared to be nonmailable 
matter, and shall not be carried in the mall or delivered by any postmaster 
or letter carrier. Any person who shall knowingly deposit, or knowingly cause 
to be deposited, for mailing or delivery any matter declared by this section to 
be nonmailable, or shall knowingly take or cause the same to be taken from 
the mails for the purpose of circulating or disposing thereof, or of aiding in 
the violation of any of the provisions of this section, may be proceeded against 
by information or indictment and tried and punished, either In the district at 
which the unlawful publication was mailed or to which it is carried by mall 
for delivery according to the direction thereof, or at which it is caused to be 
delivered by mail to the person to whom it is addressed. And the punishment 
for the violation of this section shall be the same as the punishment prescribed . 
in section 2 of this act for the sending or receiving of messages. 

Sec. 7. That the Postmaster General, upon evidence satisfactory to himself 
that any person in sending through the niails of the United States any matter 
declared by section 6 of this act to be nonmailable, may instruct the iwstmasters 
in the post offices at which such mail arrives to return all such mail to the 
postmaster in the post office at which it was originally mailed, with the word 
" unlawful " plainly written or stamped upon the outside thereof, and all such 
uiail, when returned to said postmaster, shall be returned to the sender or 
publisher thereof under such regulations as the Postmaster General may 
])rescribe. 

Sec. 8. That in any proceeding under this act all persons may be required to 
testify and to produce books and papers, and the claim that such testimony or 
evidence may tend to criminate the persons giving such testimony or producing 
such evidence shall not excuse such person from testifying or producing such 
books and papers ; but no person shall be prosecuted or subjected to any penalty 
or punishment whatever for or on account of any transaction, matter, or thing 
concerning which he may testify or produce evidence of any character what- 
ever. 

Senator Keyes. Senator Dial, I believe you wanted to say something in ref- 
erence to your bill. 

STATEMENT OF SENATOR N. B. DIAL, OF SOUTH CABOLINA. 

Senator Dial. My contention is that the future contract controls the price 
of the spot cotton. There were no exchanges before the Civil War, but they 
originated during that war. From that time until the present cotton future 
contracts have been dealt in. The practice is and has been for the price of 
future contracts to be made on the basis of middlings. Under the custom the 
seller of the contract had the right to deliver any 1 of 32 grades on the con- 
tract. Under the present law the number of grades were reduced to 20, mid- 
dlings still being the basis. 

Senator Keyes. You are referring to which law? 

Senator Dial. The law of 1914, as amended in 1916. In 1919 the act was 
amended limiting the number of grades to 10. 

Senator Smith. Let me make a slight correction for the record, that in the 
cotton futures act, passed in 1919, the grades were limited. The Government 
was given the right from time to time to standardize the grades. Subsequent 
to the passage of the cotton futures act, which restricted it to nine standardized 
grades, the Government went to work and standardized practically the whole 
gamut of cotton. And we subsequently had to amend the law and say what 
^vas standardized. 

Senator Dial. As I understand the law, there are two provisions^ Under sec- 
tion 10 the contract specifies a specific grade. I understand, however, that not 
a single one of those contracts has ever been executed on the New York Ex- 
change. Possibly a few have been on the New Orleans Exchange. 

Under the other sections of the law the seller of the contract has the right 
to deliver any one of the 10 grades on the contract, middling being the basis, 
and if cotton below that grade is delivered, the purchaser gets a discount, 
and above that grade he pays a premium. My opinion is that the right of 
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the seller of the contract to deliver all of the contracts In any one or all of 
the 10 grades, depresses the price of spot cotton. For instance, an exporter 
or a mill can not buy a requirement in this way ; he can not have a contract 
converted into a specific grade of cotton that they desire. In practical opera- 
tion the farmer who is selling his crop, and thereby supplying the demand for 
cotton, the cotton world knowing that the farmer has to dispose of iiis crop 
rapidly, they sell contracts, and then when the contract is maturing, the pur- 
chaser thereof, not knowing what grade of cotton he will get; naturally sells 
out. It is true there has to be a purchaser for every sale, but my complaint 
is that there is no mutuality in the contract. The purchaser will only buy 
when he thinks the commodity is at exceedingly low price. He will buy it as 
depreciated commodity only. For instance, if a jobber were to sell a merchant, 
say, hats at $6 a dozen to $60 a dozen, and when delivery date arrives, if the 
jobber had a right to deliver all of the quality In any kind of hats he desired, 
perhaps they would not suit the trade of the merchant, he would ask that they 
be sold to another, even if at a loss. The merchant would not make another 
contract unless the price was so low that he would be prepared to handle any 
of those articles that might be dumped upon him. 

My desire is to have the contracts represent actual cotton that is capable 
of being converted Into the specific needs of the purchaser. There Is no custom 
and no law in the world, so far as I know, that allows the seller of a com- 
modity to select the quality of the commodity for the purchaser. This is in- 
consistent with the laws of common sense and of merchandising. 

It is claimed that my proposed amendment will close the exchange. I do 
not think this will be the result. At least it is not intended to be the result, 
for I believe the exchanges, under proper law, serve a beneficial purpose. My 
contention is that we should have an equitable contract, and if the exchanges 
can not. operate under it, they can cease to operate, so far as I am concerned. 
I think that the exchanges, operating under proper laws, rules, and regula- 
tions, would benefit the growers of the commodities, in that they bring buyers 
and sellers together. More especially is this important to growers of cotton, 
where we export in the neighborhood of half the amount we produce. If 
there were no exchanges there would be a possibility of the users of cotton 
combining to depress the price. I am not much concerned about the parties 
who trade in contracts. They can take care of themselves. Under the present 
law there are times when the price of these future contracts does not represent 
the actual value of the cotton. What I am endeavoring to do is to get a law 
that can not be used to depress the price of the actual cotton, that will operate 
equitably, and that will reflect the actual value of the cotton. 

The interest of the grower and purchaser of a contract is identical. The 
Interest of the seller of a contract is diametrically opposed. My father, who 
was a successful farmer, complained most bitterly all of his life that the ex- 
changes kept a lot of dog-tail cotton on hand which they would or could tender 
and thereby depress the price of his actual cotton. 

Also some remedy should be provided to prevent future sales of crops before 
they are even planted. At the present time they are selling next year's crop 
and it is not known within 5,000,000 acres of how much will be planted. Assum- 
ing that many millions be sold, say, at 15 cents, how is this price to be changed 
much? 

My first remedy is this, to wit: Repeal section 5 of the present law and 
thereby require the grade of cotton to be specifically specified at the time the 
contract is made. 

Let us be fair to all parties concerned, because I think we are endeavoring 
to accomplish the same purpose. 

The objection that could be urged to the above suggestion would be that 
it would restrict trading in future contracts greatly. I believe this to be 
true, and think a great deal of such trading should cease. 

It would be urged also against this proposition that it would convert the 
exchange practically into a spot market. I do not concede this. 

To my mind a great injustice is done the grower of cotton by the unlimited 
number of contracts that are dealt in. For Instance, in 1919 there was raised 
in the United Sttaes less than 12,000,000 bales of cotton, yet on the New York 
Exchange there was bought and sold 104,860,100 bales of cotton, and only 
139,108 bales delivered. The world annual consumption is around 21,000,000. 

It is claimed that the exchange is used as a means for hedging, or insurance, 
and is not a place where cotton may be obtained. While this is true in prac- 
tice, yet I believe that unlimited sales of cotton depress the price of the actual 
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commodity. After mill requirements are purchased wlio is goingr to continue 
contracts? The purchaser and seller of the contract should be on equal terms. 
We are taught that overproduction depresses the price of a commodity. Does 
not overselling operate to the same effect? Supposing the mlUs were to purchase 
their entire year's requirement in advance, then who would support the market 
thereafter? Speculators, of course, and then when the buyer is at a disad- 
vantage under the c<Hitract, he naturally sells out. 

For instance, the 10 years' average production of cotton in the United States 
is about 1^,500,000 bales. After all of this cotton has been sold then these other 
contracts would not be hedging contracts, but would be speculative contracts. 
To my mind if a party had a right to sell an unlimited amount of stock of any 
corporation to be delivered in the future by continuous selling at a declining 
price they could buy all the actual stock at much less than its real value. 

The way the exchange is operated is, for instance, for Liverpool to sell 
contracts — ^not cotton. This affects the New York and New Orleans markets, 
and the price declines, and in the meantime the parties desiring to procure 
the actual cotton have their agents through the South,, and they then buy 
the commodity. 

Second. Another suggestion would be to require the purchaser and the seller 
to select each one-half the quantity of the contract, to make them divide that 
half equally between two grades, of course all being selected out of the 10 
grades. 

Senator Ketes. That is what your bill provides? 

Senator Dial. I am trying to get your help. I have another suggestion which 
I think is better than that. , 

If we would let the purchased select one-half of the quantity, the argument 
is that he would select all of that half in a grade of which there is very 
little grown apd comer the market and run the price sky high. I do not 
desire any mich result, but possibly this would be the effect. I therefore sug- 
gest that you make each party divide his half in two grades, or perhaps it 
would not be a mistake to make each divide their half into three grades. 

The objection that could be raised to this would be that the purchaser would 
be forced to take half of the cotton in grades that he did not want in order to 
get half that he did want, but I believe this would tend to increase the price of 
the whole crop. It could not be said that there is as much wrong in letting 
the purchaser select half of the quantity and run the price up as in the present 
law which allows the seller to select all the commodity, keeping the price low. 

As cotton is grown and not manufactured there will be a difference in grades. 
It is not like cloth, where you can make a yard, and make the next yard the 



Third. There is very little cotton raised of the grade known as middling fair, 
and this grade disarranges the price scheme of the whole 10 grades. Therefore, 
my third suggestion would be this, to wit : Leave off middling fair as one of the 
grades which you can deliver. Classify the other nine grades m three classes, 
A, B, and C, with three grades in each elass. 

I am not an expert, but I have grown and handled cotton in a limited way all 
my adult life. I believe that under this last suggestion the price would be 
stabilized and the requirements of the users of cotton could be more readily 
met. 

Senator Cabawat. That is, subdivisions A, B, and C? 

Senator Dial. Of the nine grades. 

Senator Cabawat. I know; but what do you mean by that? I did not get 

that? 

Senator Dial. The idea of grouping three grades together would be that, as I 
understand, a mill could manufacture either one of the three grades. For in- 
stance, if they were making fine goods they could use either one of the three 
grades mentioned in class A. If they were making coarse goods, they could 
use either one of the grades mentioned in class C. Under this suggestion the 
right of the seller of a specific contract would be limited to 3 grades instead of, 
as under the present law, to 10 grades. Let the middle grade of each of these 
classes be the basis, with a graduated price, of course, up or down. 

Senator Cabaway. If he sells class A he has got to deliver one of those three 

grades? 

Senator Dial. Yes. The buyer of the contract, knowing he would get then 
one of the three grades, would in all probability demand the delivery of his cot- 
ton and not sell out his contract, and thereby this would help the price to the 
grower. 
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I am not complaining about the present method under the law of fixing tlie 
price of the actual cottcm in case a delivery is to be made, but what I am com- 
plaining of is that the price of that cotton would have been more on that date 
if under the present law the purchaser of the contract could have selected a 
grade of cotton suitable to his use. To my mind, either one of the above amend- 
ments would stabilise the price of cotton. If one knew that he were likely U> 
be called upon to deliver the article that he was selling, he would be more care- 
ful about making contracts. Under the present law the seller of the contract, 
knowing that the purchaser is not on even terms with him, continues to sell. 
He can select any one or some of all of 10 grades ; the purchaser can select none. 

In regard to cotton mills, I want to say that my information is that they do 
not object to paying higher prices for cotton, but violent fluctuations are cer- 
tainly against their interests. My main object is to aid the grower and is to 
make a fair law that wiU operate fairly to every interest 

Frequently we see the price of cotton fluctuating 2 cents a pound in one day, 
and frequeutly the violent decline continues for several days. To my mind this 
is unreasonable and is caused by manipulation. Certainly the intrinsic value ot 
the actual commodity would not decline at any such rate. 

There is no question but what there is too great a difterence made between 
the values of the grades of cotton, but I know of no way of correcting this by- 
law. 

Further objection to the present law is this, that, for instance, quotations are 
daily published which are misleading. For instance, we read where a March 
contract is 17.50. Now, assuming that the owner of spot cotton desires to sell, 
the proposed buyer will tell him there is no use to pay him over 17.50 a pound 
because he can purchase a contract at that flgure to be delivered some months 
hence, whereas he can not get any specific grade of cotton on that contract. In 
other words, the quotation is misleading ; it is used to coerce the owner of the 
actual cotton to part with it for less than its value. 

It may be said that if the purchaser of the contract receives actual cotton 
that the price will be fixed under the law by the Secretary of Agriculture by 
taking the aggregate price in 10 spot markets on the day preceding the Sale, and 
this perhaps operates reasonably with the parties to that contract. But, the 
I)oint I am making is that the price of the spot cotton on those 10 markets 
on the preceding day or on any other day would not have been as low if the 
contract under the law were equitable — ^that is, if the purchaser of the contract 
had equal rights with the seller ; hence, this injuriously affects the grower. 

. A further complaint we make is that under the contract you do not get even 
a fair price for the lowest grade of cotton, because you haven't brought the 
right purchser and the seller together. For instance, you and I would not give- 
$2 for a brogan pair of shoes, not but perhaps they are worth it, but we don*t 
want to wear that kind of a shoe nor to put any money into it, nor to go to 
the trouble of getting some one who uses that kind of a shoe to purchase it; 
hence if the seller of a contract tenders a grade that is not suitable to the use 
of the purchaser, he would not want it, e^en at a depreciated price. 

Under the present law the supply and demand is hobbled. Whoever can pay 
the most margin controls the direction of the market. 

Very extensive hearings were held on this subject by the Agricultural CJom- 
mittee of the House and also of the Senate some years ago and I refer you to 
a report that was made in 1014. What I desire is to get a law which will be 
as near a perfect law as possible and if any member of this committee has any 
better suggestion than I have made I would be delighted to cooperate with him. 

Senator Oabaway. Just a minute. I want to say tills. I introduced a bill 
that I want to get a hearing on some day. 

The Ghaibman. Both of these bills were referred to this subcommittee. 

STATEMENT OF SENATOR T. H. GABAWAY, OF ARKANSAS. 

Senator Gabaway. There is no doubt but that a man should be permitted to 
sell that which he has, or to sell a contract for what he has reasonable expecta- 
tion to have. In other words, if a man has an expectation of a crop of say 
100 bales, I can see no objection to his selling it to be delivered when that crop 
is gathered ; nor would I want to restrict a man who bought his contract from 
selling that hundred bales to another, say a spinner, if he has an expectation 
of getting the cotton for future delivery. I don*t think it would be wise to 
restrict trading to the point of waiting until the spot^ cotton Is on the market to 
buy. A man ought to be permitted in advance of the manufacture to buy cot- 
ton, and therefore the man who is pxpected to produce it ought to be permitted 
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to sell it ; but that is as far as the process ought to go. No man, in other words, 
ought to be permitted to sell that which he does not have in his possession or 
in expectation. Every sale that is made ought to be made upon cotton that is 
reasonably in existence, and therefore I introduced a bill which does not invoke 
the taxing power but uses the power to <;ontrol communications. 

I have two reasons for preferring the use of that power rather than the tax- 
ing power. The taxing power used in the grain-exchange bill is a fiction. We 
do not expect to raise a dollar from it for revenue and it had tliis psychological 
effect : There is a feeling among agricultural people that we are using the tax- 
ing power to control the market. It may not be true, but the impression is 
abroad that we are thus using the taxing power, and its effect is bad, psycho- 
logically. 

And, again, there is not any power to control the sales where they take place 
outside of the Jurisdiction of the United States if the taxing power is invoked. 
On the other hand, as we have control of means of communication, both inter- 
state and foreign, we can control not only the sales that take place within our 
own country, but we can control to an extent at least trading in futures in 
foreign countries. 

The argument usually made against the restriction of exchanges in this 
country is that we merely transfer the seat of the activity in cotton, for instance, 
from New York and New Orleans to Liverpool and Bremen. Under the taxing 
power that is true to a certain extent. Under the control of communications 
that is not true, because we can prohibit any man from transacting business with 
an exchange in any State or Territory subject to the United States, or any- 
where else, since we have power under our Constitution to control absolutely the 
means of our communication, and therefore we can control contracts to sell 
or offer to sell future delivery if the seller or buyer is in this country and 
does not own or the purchaser does not expect to receive the actual commodity. 

The bill I have sponsored is just a rewrite of what was a long time ago 
known as the Scott bill, championed by Mr. Scott, of Kansas. 

I have not had any very large experience in exchange activities in the selling 
of cotton for future delivery. On the other hand, I have grovm cotton and 
have sold it. I have sold it through commission merchants. I have watched 
the processes. It is always true that when the product is in the hands of the 
producer and must be sold, because it is a sad fact, but true nevertheless, that 
there is not any class of agriculturists that is so completely tied to a market 
system as the growers of cotton. 

I have heard it said, and I think it is entirely reasonable, that 75 per cent 
of the cotton farmers sell their produ<?t before it is produced. In other words, 
the producer of cotton is usually from one to two years behind. I know that 
is true in my county. The laws give the right to mortgage the crop before it 
is even planted, and it gives to the landowner an absolute lien on what is 
produced upon his land for his rent and supplies. So this security the landlord 
or the supply merchant purchases and the producer sells, and as soon as his 
cotton is matured it is taken charge of by the man who did not produce it, but 
by the man who supplied the actual producer, and it goes to the market. We 
say it is distressed cotton ; that is, must be sold. Cotton is always quoted 
very much lower when the actual commodity is being offered for sale and until 
it gets out of the hands of the men who sweat to produce it. At that time 
there is always a declining market. The rise in cotton comes after the cotton 
is out of the hands of the actual producer. 

The spinner, under the present law — and I regret to criticize it — if he may go 
into the market and hedge to any extent and the exchanges may sell to any 
number of bales without any regard to what is actually in hand, the temptation 
is there, and the opportunity is there for an understanding between the buyers 
in the market and the actual consumer, the spinner. The results show that they 
do actually cooperate. In other words, if you want to buy cotton, and I am a 
seller of contracts, it is easy for you and me to agree that you stay out of the 
market while the actual product is being forced upon the market, and I will 
sell you a future contract, which means that if you do not get the cotton you can 
get, the commercial difference and then go into the market and buy your cotton. 
That is to say, I can offer an unlimited amount of cotton for sale, and you being 
the only ultimate consumer — ^because the spinner is the only ultimate con- 
sumer of cotton — ^the price will probably drop and drop arid drop, and I make 
on my margins and you make on your actual contract by finally getting your 
product at less than it cost to produce it. The mere statement of it may carry 
no very great significance to the person who is not familiar with the producers 
and consumers of cotton, but these processes are so apparent to us who have 
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€iMinty and cotton hrofcefa. as wt call then in mj connUi. It Is true that 
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44. ttm haisds of the planter Into the hands of tlie ootton uKrehant. who has 
tmmty^ its pTMtoet. 

I ko^Wi iost memdy m» an ttlnstiation. of two bijs plantationa that lie in <Hie 
^imiMy of usjf HUUti. Tbej lie ^^ide by side. One Is IS^NIO acres and the other 
§» ti.JS0^ aeiwa. Jihoot half <xf each Is in cnltivatiMi. The land Is jnst as 
fkh aa etn he. Tiiere is no end to Its tetHlty. I have known both of Uiose 
plaees ahoitt 15 jeara. One of them is Sonnyside and one Is Redlcaf. Both 
ii them have hen tliroogh the hanknqitcj oonits twice in 15 yearn One of 
Urnxn ia in hanknqirtcjr now and sold the oth^* day for jost what the first 
m»rUSM$ft la. Both of thoae j^antatfona have sold for less than the actual 
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I WHS seven years okL I stayed there until I was grown, as an actual producer 
^ CC^ttoOf n» a liired hand, a share cropper, and in more recent years the owner 
id farm land^ I know both sides of tbe production and seUIng of cotton as 
an ordinary cotton grower. I have produced it with my own hands; I have 
gatheted it; I have carried it to market and sold it at whatever the man 
who bOttgbt it was willing to pay for it Then I Imve produced it by owning 
the land and renting it on stiares, and year in and year out, taking it altogether, 
there is not any i;Missibility, under the present marketing system, of the mau 
tbat grows cotton keeping out of the banicruptc^ court I think, as a whole, 
that the growing of cotton has produced a balance of trade in favor of this 
«0UDtry» and that there is profit in cotton, but that profit goes to the specu- 
lator aiid not to tbe man tliat produces it 

Tbe Qhaimuav, How long has this condition prevailed that you are now 
describing? 

ilenator Oabawat. As Senator Dial says, since the CivU War. I am talking 
about jttst as far back as my memory runs. 

The CHAiSMAif « It seems to me strange that it should continue so long without 
adjusting itself in some way. 

B^nator Caraway. I went to the cotton fields 40 years ago, and I have been 
as (Closely associate with the growers and sellers of cotton as a man can be. 
It lias been the main thing of my whole life. After I left the farm to engage 
In a profession every penny I could get I put into the growing of cotton. 
It has a kind of fascination, like gambling; we go back to it, although we 
rtallKe that there is no profit in it. 

As strrintfc as thiH may w^em, we know so little about conditions that ex st *n 
our (♦imuiion country, th<* t*HMt and the west and the north and the south, that 
wii#«m^vi*r we bring l^glHlation touching these matters to the attention of Con- 
uvmn U oftiMi fuIlH. We haven't even been agreed among ourselves as to the 
rcMUtnly. No suggentlon can be offered as a solution of the problem of marketing 
iHittun thut dm*H not nieet oi)po8ition among the people who are vitally interested. 
Hoim of It uriHes out of an honest difference of opinion of men who have equal 
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opportuuities to know t)ie situation. Some of it arises out of propaganda. The 
present system of marketing will find many southern people who are honest 
in their belief that it is a good system. It finds a great deal of support among 
people who are afraid of making any change. There is no section in this coun- 
try that is so conservative as the South. They are afraid of any change. Men 
who have spent their lives under this system are afraid to accept any other. 
They are afraid always that the conditions that will be brought about may dis- 
turb the market and destroy them. A cotton crop usually represents to the 
man who grows it his entire fortune. He has got his wiiole fortune at stake 
each year, and he is afraid of changes. Now, personally, I want to see the 
spinner have the opportunity to buy in advance of the manufacturer of his cloth 
the supplies with which he is going to manufacture, so that he will know what 
it is goiug to cost him. He has a right to know that. In otiier words, he ought 
not to be compelled to sell goods for future delivery when he does not know 
what the material out of which he is going to spin them is to cost hiUi. I, there- 
fore, under my bill, permit him to buy contracts for actual delivery of cotton, 
and I would permit the planter, who plants the crop, to sell it for future deliv- 
ery. If I am going to plant a thousand acres in cotton and I have already made 
all my arrangements, have all of the labor, all of the tools, all of the land and 
supplies to make that crop, I ought to be permitted to sell a contract for fu- 
ture delivery of what is a fair presumption that that crop will yield, so that I 
will not be compelled to labor through the year and then get, next October, less 
than the cost of production. I would not prohibit the farmer from selling his 
contract to deliver cotton that he is going to plant. I would not prohibit the 
man who is going to buy that contract selling it to the spinner, so that the 
spinner will know now what he is going to have to pay for cotton next October. 
But no further than that would I permit the selling of future contracts. Who- 
ever sells must be in actual possession or, through contractual relations, in legal 
possession of the cotton to make delivery. 

The Ghaibman. Your bill goes Just that far? 

Senator Oabaway. That far and no further. I would not permit people on 
the markets to sell millions of bales that do not exist and never will exist to 
people who do not want them, never expect to receive them, but Just simply 
manipulate the market up and down for the benefit of speculators at the cost 
of the producer, and incidentally to the cost of the consumer. As long as that 
condition exists the price of cotton will be manipulated, and the man who grows 
it will be stripped to the bone every year. 

(Informal discussion.) 

Senator Cabaw'ay. Of course, we are all familiar with the legislation along 
those lines, but I believe that Senator Smith will agree that the law. did not 
produce the effect that he hoped. It left room for the gambler, and as long 
as it is possible to sell contracts and to buy contracts where the seller neither 
intends to deliver nor the buyer to accept delivery, then the cotton market is 
go ng to be a gamblers' market. For instance, in my State we produced about 
a million bales of cotton. The other day, when the ginners* report came out 
showing that the cotton was absolutely out of the field and to the gin, and the. 
supply was much less than the Agricultural Department's former report would 
indicate, therefore less cotton than the market would have a right to expect, 
it broke $3 a bala Now, that is all refiected in the market. That would refiect 
a loss of $3,000,000 to the producer of cotton in my own State, when every- 
body knows 

The Ghaibman. You mean in your State? 

Senator Oa&away. Yes; in my own State. It would be a loss of $3,000,000 
to the growers of cotton when everybody knows that it is a gambler's raid. 
I have known cotton which would sell at a certain price in a little town down 
home to drop $10 a bale by noon Just simply reacting to a gambler's market 
in New York, and that $10 a bale represented more than the actual profit to 
the man who produced it. In other words, somebody selling a thing that he 
did not own, in New York, could wipe out every dollar of profit of thousands 
of men who, with every member of their family, had labored months and 
months to produce. Somebody that never saw it, never would see it, never 
would have anything to do with the actual product, might wipe out the profit 
of the whole year's work. Therefore I hope Senator Smith will agree with mo, 
or I can agree with him on some legislation to meet the situation. 

I wish to amend the bill I have offered by striking out all reference to grain. 

(Informal discussion.) 

(Whereupon at 11.45 o'clock a. m. the subcommittee adjourned to meet a1 
the call of the chairman.) 
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TO AMEND SECTION 5 OF THE COTTON FUTURES ACT AND TO 
PREVENT THE SALE OF COTTON AND GRAIN IN FUTURE 
MARKETS. 

TUESDAT, FEBRXTABY 14, 1922. 

Unitbd Statbs Sbnatb, 

SUBCOMHnTBB ON AoRICUI/nrRE AND FORESTRY, 

WashingUmj D. C, 

The subcommittee metpursiiant to call at 10.30 o'clock a. m. in room 201 Senate 
OfSce Building, Senator Henry W. Keyes presiding. 

Present: Senators Keyes (chairman) and Smith. 

Senator Ketbs. The committee will come to order. Since the last meeting of the 
conunittee^ when S. 385 and S. 399 were taken up, S. 385 having been introduced by 
Senator Dial, a new bill has been introduced b;^ Senator Dial, S. 3146, which he 
asks to have treated as a substitute for the previous bill, S. 385, and the chairman 
of the Agricultural Committee has referred that bill, S. 3146, to this subcommittee, 
to be heard in connection with the other bills mentioned. 

I do not know whether the witnesses here present will be familiar with S. 3146 or 
not, it just having been introduced yesterday and printed last night, but it is to be 
treated as a substitute for S. 385. Senate bill 3146, as above referred to, is here 
printed in full, as follows: 

[S. 3146, Sixty-seventh Comgress, second sesstoa.! 
A BILL To amend section 5 of the United States oottm futures act. 

Be it enacted by the Senate and House of Representativea of the United States of America 
in Congress assembled, That the second subdivision of section 5 of the United States 
<x)tton futures act, approved August 11, 1916, as amended, is amended to read as 
follows: 

''Second, (a) Specify as the class of the contract one of the following classes: 

''Class A, which shall include only middling fair, strict good middling, good mid- 
dling, and strict iniddlin|: grades; 

"Class B, which shall include only strict middUng, middling, strict low middling, 
and good middling yellow tinged grades; 

''Class C, which shall Include only strict low middling, low middling, strict mid- 
dling yellow tinged, and good middlmg yellow stained grades. 

''(d) Specify the basis grade for the cotton involvea in the contract, which shall 
be one of the grades for which standards are established by the Secretary of Agricul- 
ture, and whidi shall be one of the grades included within a class in paragraph (a) of 
this subdivision; the price per pound at which the cotton of such basis grade is con- 
tracted to be bought or sold* the date when the purchase or sale was made; and the 
month or months in which tne contract is to be fulfilled or settled. 

"(c) If no other class is specified in the contract, or in the memorandum evidencing 
the same, the contract shall be deemed a Class B contract. 

"(d) If no other basis grade be specified in the contract, or in the memorandum 
evidencing the same, good middling shall be deemed the basis grade incorporated 
into a Class A contract, middling shall be deemed the basis grade incorporated into a 
Class B contract, and low middling shall be deemed the basis grade incorporated into 
a Class C contract." 

Sec. 2. That the third subdivision of section 5 of such act is amended to read as 
follows: 

"Third. Provide that the cotton dealt with therein or delivered theneunder shall 
be of or within the grades for which standards are established by the Secretary of 
Agricidture, and of or within the grades included within the class bo specified or incor- 
porated as the class of the contract, and that cotton of any other grade or grades shall not 
be dealt with therein nor delivered thereunder." 

Sec. 3. That the fifth subdivision of section 5 of such act, as amended, is amended 
to read as follows: 

' ' Fifth. Provide that cotton that, because of the presence of extraneous matter of any 
character, or irregularities or defects, is reduced in value below that'of strict middling 
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in the case of a class A contract, strict low middling in the case of a class B contract, 
or low middling in the case of a class C contract, the grades mentioned being of the 
official cotton standards of the United States, or cotton that is less than seven-eighths of 
an inch in length of staple, or cotton of perished staple or of immature staple, or cotton 
that is ^gin cut' or reginned, or cotton that is 'repacked ' or 'false packed ' or 'mixed 
packed' or 'water packed/ shall not be delivered on, under, or in settlement of such 
contract." 

Sec. 4. That the second paragraph of the seventh subdivision of section 5 of such 
act, as amended, is amended to rea^ as folFowS: 

"The provisions of the third, fourth, fifth, sixth, and seventh subdivisions of this 
section shall be deemed fully incorporated into any such contract if there be written 
or printed thereon, or on tne memorandum evidencing the same, at or prior to the 
time the same is si^ed, the phrase 'subject to United States cotton futures act, 
section 5, class A,* if the contract is a class A contract, or the phrase 'subject to 
United States cotton futures act, section 5, class B,' if the contract is a class B con- 
tract, or the phrase 'subject to United States cotton futures act, section 5, class C,' if 
the contract is a class C contract." 

Sec. 5. That the provisions of this act shall be effective on and after the thirtieth 
day after its passage, but such ])rovisions shall not be construed as applicable to nor 
as affecting any right, power, privilege, or immunity under any contract entered into 
prior to such day. 

Senator Smith. Mr. Chairman, if I may be allowed to say, this is an absolutely 
fundamental change in the whole process of contractual agreements as to the sale of 
cotton. 

Senator Keyes. You are referring now to S. 3146? 

Senator Smith. Yes. This breaks up the one basis and substitutes therefor three, 
as the law now says all contracts shall be sold basis middling. This prox>o6e8 three 
bases, A, B, and 0, including within those three bases a certain number of grades. 
It establishes a basis grade for each one of the three classes. I should imagine it 
would take some considerable time to even visualize just how that actually could be 
put into operation. 

Senator Keyes. I think we may as well go on and hear these witnesses who are 
present on the general features of the legislation, in any event. 

Senator Smith. Very well. 

Senator Ransdell. Mr. Chairman, just a very brief explanation. I do not care to 
make any statement myself at this time. 

The president of the New Orleans Cotton Exchange, Mr. Edward Butler, attempted 
to reacn here to testify to-day in regard to these measures, but was suddenly called 
home while en route by the serious illness of his wife, and he has sent lis a statement 
which I would like to have go in the record, and he has also asked Mr. E. B. Norman, 
of New Orleans, to spesJc for him. 

I will ask now if Mr. Norman will come around here, please, and address the 
committee. 

STATEMENT OF MB. E. B. NOBMAN, NEW OBI^ANS, LA. 

Senator Ransdell. Mr. Norman, if you will, give your name, occupation, business 
connection, address, and so on. 

Mr. Norman. E. B. Norman. I am a cotton merchant. 

Senator Ransdell. With what firm are you connected? 

Mr. Norman. H. & C. Newman (Inc.), of New Orleans, La. 

Senator Ransdell. Are you associated with the exchange? 

Mr. Norman. And I am a member of the New Orleans Cotton Exchange. 

Senator Keyes. Pardon me. That is not the same as the Galveston Cotton 
Exchange? 

Mr. Norman. No, sir. 

Senator Keyes. That is another exchajige? 

Mr. Norman. That is another exchange. 

Senator Keyes. I thought the cotton exchanges were limited to New Orleans and 
New York. 

Senator Ransdell. There are only two chief future contract exchanges. 

Mr. Norman. Exceptthe American Exchange, which I know very little about. 

Senator Ransdell. where is that? 

Mr. Norman. That is in New York also. 

Senator Ransdell. I did not know about that. But there is a great cotton exchange 
center in New Orleans and one in New York which deals in future contracts, and the 
other exchanges, as I understand it, such as that in Galveston, Little Rock, Memphis, 
Savannah, Atlanta — and is there one at Charleston? 
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Mr. Norman. There is'one in nearly every large city of the South. 

Senator Ransdell. They do not deal in cotton futures? 

Mr. Norman. No, sir. I would like it well understood, however, that the New 
Orleans Cotton Exchange does not deal only ''in futures. As a matter of fact, the 
New Orleans Cotton Exchange was primarily organized for dealing in spot cotton, 
and uses futures only as a link for handling its spot cotton. 

The principal merchants in the city of New Orleans, cotton merchants, who are 
members of t'he cotton exchange, are pnmarily spot cotton dealers, and the New Orleans 
Cotton Exchange was never organized for the purpose of speculation. 

Senator Ransdell. Won't you explain briefly, in that connection, yoiur own firm's 
methods of doing business now? You are a spot cotton dealer yourself, or your firm is?" 

Mr. Norman. I shall be glad to explain that, and I shall be very glad it you gentle- 
men will ask me any questions that you may want to ask in connection with the han- 
dling of spot cotton and futures. 

My firm has been in the cotton business, for many, many years — over 50 years. 
They have been cotton factors, who handled spot cotton for account of their farmer 
customers, and merchant customers scattered throughout small interior points. They 
sell spot cotton on a commission for account of those customers, getting the best price 
that they possibly can. 

Now, it IS only in recent years that the future market has become such an important 
necessity in the handling of cotton. Formerly the prices of cotton would ran^ around 
8 cents, 9 cents, and fluctuations were not very great* but during the war prices went 
up very high, and it would have been almost impossiole to handle cotton successfully 
without the use of the futures market; and when the price of cotton goes very high of 
course you will find that there are speculators who will sell on the market, but when 
the price of cotton goes very low, there is an enormous purchasing power in the South 
in tne small spot buyer and speculator that comes to the rescue of cotton and buys^ 
spot cotton and future contracts. 

I consider that this purchasing power of the South is the most potent that we have 
in the cotton business. There is no question about that. Indi\idually, they may 
have small resources, but collectively, when cotton goes too low, they are always 
ready to come into the breach and buy cotton and in that way we keep cotton at a 
sort of an equilibrium. 

Senator Ransdell. You mean they buy on the exchange? 

Mr. Norman. Yes; they buy on the exchange, and buy spot cotton. But during 
the past year we had an enormous surplus of cotton throughout the South. There 
was no demand in Europe. There was no demand from the cotton mills. We were 
undergoing deflation, and the price of n)ot cotton went down to about 10 cents per 
pound in tiie interior. When it was on the way down to 10 cents, about the time tnat 
spot cotton struck 18 cents, the buyers throughout the South began to buy cotton, 
and speculators bought futures, because they figured that 18 cents was low enough 
for cotton. Of course, they were mistaken, because cotton went down below 18 cents. 
It went on down to 10 cents. But it is an absolute fact that on the way down spot 
cotton led the decline and future cotton then began to be quoted at higher prices 
than spot. At that time firms with large resources came into the market and bought 
spot cotton which they were able to hedge through future contracts. Without the 
use of those future contracts, which was their insurance, those large firms would have 
been unable to buy the enourmous (}uantities of spot cotton that tney did buy. 

Senator Ransdell. Please explam in simple language what you mean by thi& 
hedge? 

Mr. Norman. What I mean by a hedge is when a spot firm buys 100 bales of futiveSy. 
say, at 15 cents a pound. 

Senator Ransdell. To be delivered some time in the future. Do you mean for 
future delivery? 

Mr. Norman. Either for future delivery or for immediate delivery, at a fixed price. 
The buyer then sells 100 bales of future contracts, say, at 15^ cents, which is his 
insurance. If the market goes down he makes a profit on the future contract that he 
sells, and he loses money on the spot cotton that he has. If the market goes up he 
loses money on the future contract that he sells and he makes an equivalent amount 
of money on the spot cotton that he buys. 

I have prepared here a statement 

Senator Ransdell. Just a moment. Now, he uses that future contract, then, aff 
an insurance? 

Mr. Norman. As an insurance, exactly. 

Senator Ransdell. And he does not expect to actually take the cotton, but he uBOft 
that to guarantee himself against losing on the spots that he has bought? 

\fr. N ORMAN. Sometimes he expects to take the cotton. That is a very interesting 
subject. 
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Yesterday Senator Dial denounced in unmeasured terms the United States cotton 
futures act, known as the Smith-Lever law. He said it was not rig^t; that it ought 
to be improved; that it was uniair as it is now. Yet, as a matter of &ct the cotton 
trade, whidi makes use of the future contracts as presently constituted, is very well 
pleased with that contract. The buyer is pleased with it and the seller is pleased 
with it. As a matter of fact, the contract nas worked so well as a price insurance 
that it has not been profitable to either receive cotton on a contract to ai\y great extent 
during the past several years nor has it been profitable to deliver cott^^n against your 
sales. If you have a perfect contract there is no cotton delivered against the sales, 
nor is that cotton received against the purchase, because the difference in the grades 
below middling, which are value differences, are so hii to the buyer and to the seller 
that there is no advantage to either one — to the seller to deliv^ or to the buyer to 
receive. 

Senator Caraway. May I ask a question? 

Mr. Norman.. Certainly. 

Senator Caraway. You mean by seller of a contract — ^you don't mean the actual 
sale of the cotton? 

llr. Norman. The actual sale of a future contract. 

Senator Caraway. In other words, the machine works so well that both of them 
make money out of it? 
• Mr. Norman. No, sir; I don't mean to say that. 

Senator Caraway. Then who does pay? You say you lose the money on your 
future contract. Who pays that? Who makes it? Does the consume of the cotton 
goods or the producer of the cotton? 

Mr. Norman. Well, I contend that there is a buyer for every seller. 

Senator Caraway. Of course; that is elementary. One could not buy Without the 
other one sold. But who finally bears the burden of the expense of your so-called 
insurance? 

Mr. Norman. There may be no burden whatsoever. 

Senator Caraway. You pay out the money, don't you? Somebody pays out 
money. 

Mr. Norman. On the one hand, one buyer buys a thousand bales of spot cotton, and 
he sells a thousand bales of futures. On tne other hand, a seller sells a thousand bales 
of spot cotton, and he buys a thousand bales of futures. Now, this seller who sells 
futures sells it to the spot man who buys futures, and then, in that case, there would be 
no loss whatsoever. 

Senator Caraway. Everybody pays a premium and nobody loses? 

Mr. Norman. In that particular case tnere would be no loss whatsoever. 

Senator Caraway. Suppose you pay out a thousand dollars for insurance; how do 
you get it back? 

Mr. Norman. You don't want to get it back. 

Senator Ransdell. You don't mean to say you do not pay the cost of insurance. 
You pay the cost of insurance, but you don't stand any other loss than the cost of 
insurance. 

Mr. Norman. You pay the commission. 

Senator Caraway, who loses that money? The grower of the* cotton or the con- 
sumer of the cotton? 

Mr. Norman. Neither one, necessarily. 

Senator Caraway. Then who does, necessarily? 

Mr. Norman. No one necessarily. 

Senator Caraway. Well, does anybody? 

Mr. Norman. Not necessarily. 

Senator Caraway. Then, you are a wonderful financier if you can tell na how you 
figure out a thousand dollars and it costs nobody a penny. 

Mr. Norman. All you lose necessarily is your commission. If you happen to have 
a mill buying a thousand bales of cotton against fi^oods, which represent a thousand 
bales of cotton, the seller, who sells a thousand bales of cotton to the mill, purchases 
a thousand bales of cotton future, don't you see? 

Senator Caraway. I know; both of them get insurance, but somebody has got to 
pay for it, and the ultimate consumer or the original producer of the cotton, one or 
the other, pays, does he not? It is added to the cost one way or the other. 

Mr. Norman. What is added to the cost is tlie commission. When you take the 
speculator, he may either make or lose, as the case may be. 

Senator Caraway. Well, pardon me. Of course anybody knows that. Anybody 
who gambles may lose. But you said that the cotton futures act works so well that 
both the buyer and the seller were pleased with it. 

Mr. Norman. Yes, sir. 
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Senator Caraway. What produced the violent declines in the cotton market in 
1921-22? 

Mr. Norman. In the futures market? 
Senator Caraway. Yes. 

Mr. Norman. I could not tell. We have more violent rises in the future market, 
as a rule, than we have declines. 

Senator Caraway. We had in 1920 and 1921 both rises and declines. 
Ik^. Norman. We had in 1921, commencing about August 14, a very, very violent 
rise in the cotton market. 

Senator Caraway. How long did it last? 

Mr. Norman. It lasted until about December, when the demand for spot cotton 

p^ged out. Then naturally, automatically depression 

Senator Caraway. Have you got anything here to put in the record to show how 
the market fluctuated? 

Mr. Norman. I have. I think you can follow very easily, and I think you will 

find 

Senator Keyes. It seems to me we are perhaps wandering in the way which testi- 
mony is being heard. This whole discussion seems to lead us almost nowhere and the 
witness, it seems to me, is here to be heard on the bills before the committee. If the 
witness could first be allowed to make any statement that he desires in rej^rd to the 
bills before us, it certainly would be helpful to me at least in understanding some of 
the complications of cotton marketing. I wish that we misht hear what the witness 
has to B&Y in r^^ard to the proposed legislation covered by these biUs and then if any- 
body desires to ask any questions they can do so. 

Senator Ransdbll. Proceed, Mr. Norman, and explain the functions of the cotton 
exchange and the objections which you have to these bills, and please go ahead in 
your own way. 

Mr. Norman. Ab I mentioned, Senator Dial denounced in very strong terms the 
United States cotton futures act as at present constituted. I contend that this law 
works out very satisfactorily to both the buyer and the seller in the perfommnce of 
the functions that it was intended to perform; and, as a matter of fact, gentlemen, to 
give you an idea of how the farmer gets the advantage of the sale of future contracts 
at times, last year, in the spring of the year, we had no demand for spot cotton at all. 
You could not sell it. The firm that I represent had about 20,000 bales of spot cotton 
belonging to small farmers throughout the coimtry. 
Senator Ransdell. In several States? 

Mr. Norman. In several States. They could not sell spot cotton at 11^ cents a 
pound, yet the speculator took a more optimistic view about the futures and bought 
futures, and while spot cotton could not be sold readily at 11} cents, future cotton 
could be sold at 12 cents a x>ound ria^ht in the city of New Orleans. My firm sold 
thousands of bales of March cotton and May cotton belonging to their customers, little 
customers scattered around the country. They had this cotton certificated in accord- 
ance with the Smith-Lever law, and they delivered this cotton on contracts at 60 
points higher than they could get for the spot cotton on the market. * They delivered 
basis middling, which has been so criticized by Senator Dial. They delivered basis 
middling at So points higher than they could sell even running middling on the 
New Orleans spot-cotton market. 

Senator Ransdell. What would have happened, in your judgment, to the spot- 
cotton market if there had not been an oppottunity at that time to sell the spots on 
Uie futures market? 

Mr. Norman. My dear sir, if the speculator and the small cotton buyers throughout 

the South did not come into the breach at that time and buy future cotton, I don't 

know how low spot cotton would have gone. It certainly could have gone to 6 cents 

a pound. 

Senator Ransdell. Certainly much lower than it did? 

Mr. Norman. Yes. It might have gone to 6 cents a pound, the same price that it 

went to after the cotton excbanges were closed in 1914. I went into the market 

Senator Ransdell. That is very interesting. When the cotton exchanges were 
closed in 1914, what happened? 
Mr. Norman. When they dosed, futures were quoted at 12 cents a pound. 
Senator Ransdell. That was because of the war, they were closed m 1914? 
Mr. Norman. Because of the war. After they were closed spot cotton went down 
to 6 cents a pound. 

Senator Ransdell. There was no chance to speculate then; no exchanges on which 
you could speculate? 
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jllr. NoAiiAN. No exdmomoB^ on whi«ti you amid ipcmUte. No^ Yoi4[ nr 9*ew 
UrUttue. o? an yvriteie «be. Liverpool wab cAoBed ulao. 

b««^u>r H/JitsfiSLL. Aod cotton went tc> i> «en>sV 

Mr. NoitHAN. Y«6. Then after tke war ditring thiF terribie d^atnm tfaat-wpiud, 
«9i»ii»eocii^ in 1920. it hurt tUe iSonUi terribly. Ihimii!: thiB i«rri}>k dftfigtiim spot 
cotton w^N j^iiAg Iv^^tii^. aud yuu could not 9ell it. It w«nt. down to i(^ ceiilB& poimd 
in tlii" coumrN . Vet, a^ 1 aay. we were abk; to eell ftttope oontwcSF tor our cintnmeEF 
,»od deliv>fi' the taniMm^ cotton on tkose lutupe cantzactB. Wf^ deiivend aiiom l(Jf(KK< 
Ua^, I thiui^. during the «eveml montiip when we could am flell iqait cotton. W« 
deli vend ihit Umt middliug cotton in ^udeF lietwaen lov^^ middiiiig and middiuu: 
imr at lioiMMit diC^^tmcw. Wc try to k«mi the differeneep kanest and iair iz) Injih 
buy^ and «eUer. WV delivered these giadee basiF Tniririiiry ^t §0 pointF ahove what 
we could 4C^t lor ev«n rumung cotton on the New (Jikmosi marlcet. 

^Senator Kauhvull. And that wat^ b^auee there wbf & speculative element in Lhe 
8ou^ whi<$h had coolidence that the cotton would gjb npV 

Mr. NoajiAN. Vee. «ir. 

beuatur KAsmtBUh. And there were exchangee on which a contract ot that kind 
-oould be wade? 

JAs. NuiMtAK. Xee, nil. And their conhdmice waF iuUy jumlied in the mmnBr in 
which the cotton market reacted in August. 

Now, 4{entlemen, ae i explained before, a perfect eontiact ver>' rarely would peomt 
<d the delivery or recei vjtng of cotton on eontmct, or it wotild not perfonn -titeiii&ctiaDff 
:lor a;hioh it wse intended ; that k, price iuBurauce. Anybody- can nsaiiae if the^ slop 
tp CQiidider that any uradc that you jpeceive on thk contxact you jncei ve at the proper 
aUowaiMie. Jiiti6uuddUi^youjreoeJveitattiDiepricethatynup«\*iartheTni^^ 
iSiiie «rtitict low:siuddlii^you receive it at the prnjiBr diaeount imdemriridhng. If it 
i£ -titrict middling, ^ou receive it at the proper prBndtnn above middlinp. ^ other 
•Wf9^, ^^ CMflPunercial dificsanoe, whit^ jb dbametrioalhr cgnMiHed to ihesd diSeraDoe, 
(MMi lor idaat Msmuo^ -our iutme mu^uet iancddonB "vary ckaiafy -with «pat oottim. 

^Sonak^ M4Mm)gsuL. I*iawe euikaiiL, Jttr. IKacnaDi, ^liy it ±b tdiot a .great many laare 
isl)9imiiiivfi'\i^wm^6^StietkiVt^ baksnfiqMXt<ocittcai. 

'T;be iBea«»ii J ;a^ tto ^iMfltdflu is iieeane fienator Bial mdA a&am ta& afaaol liieR 
i^mi^^M^I^ jk^^t^ eottim deaHia. Ji0w,f7ve isjuata^a^ihic 

<^»m»atiiQii ^ Akow lAtt^ 

liKir- J)ilgsRiif^y. IITctU, IStaiakr, iaet aummer, it^asn I caBed on yon liam, I itsU jwi 
^ibiiit I v^uld a9»te ^ou a letter ^^yphaimig vfsj ^caaftioSty Ae JnartiimB^ig tflie fotaie 
m»rif!^m4 if^ $}^ii»imx«Ai«p IfOMKit oattoiL, aaui I i;ai»e tdu a vertr hmgdiygrp^MMiinn, 
A»vi I a«i aM' ^QiiA^ig lE>ui«efi lack <!0^^ 
i99 #»IKJIiL itik«ae. l&ut I idM try to ccpiUas «■« ar tsn® pdoitB lieve UMit I tSnak are 

.^i^iJWNtgir l^jii>9f#.. inbat i» pi&i^iw^ a^fo&eMiAt. It viB ^ itflio tte nxud. Yoa can 
^iu)il«Mi »^j^ y<g»u «»«t«ttibMt«SAe. 
.ScjKiMUtgir ^AJ^i^uAPO'. Exi^UA fanefly vi»t you viflb to, aad pat the letter ia the 

(TIm^ MUiT M^QY^ p^itunn^i t9»»B Mkmm:) 

imfJb^mHi HW^mt^i^ mov Aatf fWVBK oonos jfAaaars, mjacEG ms cuaasNr and 

^tiL^^RtHH^ »fiA^<m»^ fiX.nAiXED BY MB. E. a. NOBMAa?, Of ma XIEW OKLEANS 

New Obleak^, La., OcUAer //« 19^1, 

Uf^/^ki iSm: I aw iwilmo^ herewith a chart which I have had prepared, illimtiating 
tb^ 4itUiftm^^ htetween the eottcm future market and spot cotton prices idiich have 
^evaihd during t^ik a»4 tb/e previouii cotton seaeone. From this chart any layman 
0kf^Ui ht^ ahjie to t^et a very clea^r idea of the action of the future market, as compared 
with ^poimUum, both during a period of high prices and inflation and a period of low 

if mm ib6 ehuri you will notice that diuing the season of 1919-20 the futiue prices 
of notion wer« coo«l4embly lower than the extremely high prices prevailing for spot 
cotton- Thi/l WM due to the fact that the purchaser, who, realizmg the extremely 
i^^^ pri^'A of spot cotton Wfis not willing to take the risk of buying the distant future 
montm at tlie price of upot cotton, but would only buy provided he could purchase 
(lotion for delivery in the future at a comparatively heavy discount. 

When the market began to decline in tne sununer and fall of 1920 you will notice 
the line repre«enting future prices came nearer to spot values and when the market 
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'went below 18 cents the curved line representing future prices crossed the line repre- 
senting spot values and, as the market continued to decline, you will note that the 
future line continued to advance further and further above the line representing 
spot prices. 

It was perfectly clear to spot firms, who kept in close touch with the market, that 
rixe pressure to sell spot cotton in face of an extremely poor demand for spots and a 
comparatively large crop forced the price of cotton down. 

The speculator, who then came into the breach thinking that prices had gone too 
low, b^gan to purchase future contracts and force the future market away above the 
I>rice of spot cotton thereby preventing an utter collapse and complete demoraliza- 
tion in the cotton trade. The speculator bought the market all the way down par- 
ticularly after it struck 20 cents per pound. You will notice from the curved Imes 
on the chart how the future market, after the 18-cent figure was reached, has been held 
consistently above spot cotton in the face of practically no demand for spots, a small 
consumption and a record surplus or '^ carry over. " 

This explanation, I think, i&uly shows some of the functions that the speculator 
performs in the marketing of this vast commodity, this function is in ract price 
insurance. When the market is extremely high he will sometimes sell but when 
the market goes extremely low you can always depend upon him to buy, as it can be 
clearly shown that the speculator is more usually a buyer than otherwise. 

During the past montiis of severe depression when there was no demand for spot 
cotton from Europe or from domestic miU large spot firms came into the market for 
spot cotton thereby preventing a much greater disaster in value and the only reason 
^why the^ considered purchasing laige quantities of cotton at a time when money 
Tras so difficult to procure and the demand for spots so unsatisfactory, was, that the 
speculator was absorbing an enormous quantity of future contracts at a premium 
over spots. These firms relieved the market of cotton that was being pressed for 
Bale, thereby preventing a further decline in spot cotton and they sold future con- 
tracts as a hedge against these purchases and tne 8i>eculator purchased these future 
contracts when no others would buy. 

At a time when spot cotton was Quoted in New Orleans at 11.50 cents and it was diffi- 
cult to get purchasers, the cotton mctors in this market, who held large stocks of cot- 
ton for their clients, principally dinners and country merchants, were able to sell 
future contracts; namely cotton for delivery during May against sales of May futures 
and cotton for delivery in July a^inst sales of Jmy futures at prices well above 12 
cents. The results were most satis^tory to the ^Lrmers and merchants whose cot- 
ton was sold in this manner. 

If the cotton tikctors had been unable to sell these future contracts thereby dispos- 
ing of spot cotton which they had for sale they would have been forced to sell on the 
open spot market at whatever spot price they could obtain and, it is hard to estimate 
how low the spot market in New Orleans would have been forced. 

This illustration of the relief afforded by the future market in New Orleans is ap- 
plicable practically to every section of the cotton belt as the future market afforded 
an outlet for cotton at a time when there was practically no demand for spot cotton 
except that created by the demand for future contracts. 

Cotton is regarded as the prime collateial of the South and this is due to the fact 
that any time in the day a purchaser can be obtained on the basis of futures. Quo- 
tations of the future market are telegraphed practically to every portion of the cotton 
belt and these quotations are an enormous help to the cotton farmers in the remotest 
part of the belt. Without these quotations it would be hard for the intelligent cot- 
ton man to conceive how to conduct a conservative business. 

• At times large cotton firms frequently purchase cotton where there is no assurance 
of {>rofit when with the assistance of the future market they can protect themselves 
against loss. It is easy to realize therefore the small margins that the business is 
sometimes done on, especially during times such as we have been through during the ' 
past year. 

Without the future market the conservative cotton firms would not consider pur- 
chasing spot cotton unless they felt assured of a large margin to protect them against 
the possibility of decline. The little farmer at some remote part of the belt would 
be uniformed as to dependable values and he would be at the mercy of the small 
cotton buyer in his locality who in turn for self-protection would have to buy extremely 
eheap to avoid possibility of loss. 

Without future contracts the conservative cotton merchants would only buy spot 
cotton when they had a sale for it in the large domestic or European markets. There- 
fore it would be very difficult to conceive what would happen to the cotton market 
during x>eriods of depression such as we have had during the jMist season when at 
times there was practically no demand at all except on the future boards. 
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Just as the speculator in future contracts performs a service in that he provides price 
insurance^ so also does the small spot speculator scattered around buying a few Dales 
here and a few bales there perform a distinct service. 

As a rule you wiU find the small spot buyer, and particularly the small-spot specula- 
tor, will pay prices just as high as the representatives of the large firms, expecting the 
next day or shortly thereafter to find some purchaser at a higher price or expecting 
market to advance. 

You will find, however, that the spot speculator always uses the future market as a 
guide, knowing that based on or off the future market he can depend upon getting a 
purchaser. Therefore it will be seen that the cotton speculator performs a distinct 
service, not depressing a commodity below its actual value, but in stabilizing prices 
and actually buying the market up when prices are cheap. 

If futiue and spot speculators were eliminated the cotton business would thus be 
controlled bv a few large firms, and during the heavy marketing season when large 
quantities oi spot cotton are thrown on the market the purchasing power of these few 
firms would soon be exhausted, and there is no telling now low prices would decline. 
As it is now, the purchasing power is so vastly distributed that the control of values 
can not be held in the hands of a few. 

We have as factors in the vast cotton trade, on the one hand, the conservative cotton 
factor, the conservative cotton merchant (who almost invariably uses the future 
market as insurance), the buying broker, the selling broker, the consuming markets, 
and, on the other hand, the more or less speculative merchant, the numerous small 
speculative epot buyers, and the scattered future speculators who may be found in 
any of the above-described classes. Those described secondly probably constitute 
75 per cent of the whole cotton trade; they perform a function winch must be recog- 
nized as most important. To withdraw f rem the market by a single act of legislation 
the price insurance which is afforded by the vastly distributed purchasing x>ower 
afforded the market by this class of trader would be most dangerous and ill-advised. 
It would disrupt the very fabric of the cotton trade and destroy the foundation of an 
industry which has taken years and years to develop and perfect. 

You can not eradicate speculation in cotton. You mav destroy well-regulated 
speculation in future contracts, which is now conducted under the supervision of the 
Department of Agriculture and part of its machiner^r being afforded by this depart- 
ment of the Government, but, in doing so, you will cripple the cotton trade througout 
the entire world. 

A thorough imderstanding of cotton trading and the universal use made of the future 
markets as an adjunct to the orderly handling and marketing of this vast commodity 
can not be assimilated in a dav or a year. I venture to say mat more spot cotton, by 
many million bales, is handlea, bought, or sold on the basis of futures annually than is 
raised in the entire world each year. 

The cotton buyer when he purchases 100 bales of cotton in September frequently 
uses the future market by selling 100 bales of cotton for delivery in October through a 
cotton broker. The buyer again uses the future market when he sells 100 bales of 
specific cotton for December delivery to a mill by purchasing, in the future market, 
100 bales of cotton for delivery in October. 

The mill frequentlv uses the future market when it sells goods representing, in raw 
material, 100 bales of cotton by buying 100 bales of cotton in the future market. The 
mill again uses the future market when it buys spot cotton at a fixed price from some 
mercli^t or shipper by selling and closing oux the future contract which it ^as already 
purchased. This places the mill in the position of having the cotton purchased at a 
fixed price from the merchant and having its goods sold at a fixed price, but in the 
interim between the time the goods were originally sold and the time the cotton was 
purchased from the merchant the mill used the future market to protect itself against 
loss, in other words, as price insurance. 

At the time that the merchant sold the 100 bales of spot cotton to the mill for future 
delivery if he did not have on hand 100 bales of spot cotton suitable he piut^hased 
100 bales of futures as protection imtil such time as he could purchase the spot cotton 
required. 

This merchant may then buy 100 bales of spot cotton from another merchant who 
in turn would use tne future market by purchasing 100 bales future contracts to 
protect himself against an advance in the market until such time as he is able to 
purchase the specific cotton which he may require to fill his order. When he finally 
ouys this specific 100 bales of spot cotton ne sells the 100 bales of future cotton which 
he has purchased, thereby closing out the future contract, 

This 18 the manner conservative merchants make use of the future market for price 
insurance, and it can be readily understood how frequently a future contract may 
change hands during a period of activity in the spot market. 
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When the exporter selli^ 1,000 bales of cotton by cable to a European buyer he buys 
1,000 bales of future cotton to protect himself against an advance m the market until 
such time as he is able to purchase the specific cotton to be exported to fill his contract 
of sale. He may sell 1,000 bales of cotton for export, shipment to be made 100 bales a 
month for 10 months, in which case he frequently hedges his sale by purchases of 
future contracts until shipment is due when he sells his future contracts and at the 
same time purchases the specific cotton which he requires from another merchant. 
The other merchant frequently uses the future market by purchasing a similar number 
of bales on the future market as a protection against a rise in the market. This is 
price insurance. 

On the other hand a European mill may sell goods representing, in raw material, 
100 bales of cotton. If the mill is unable to piu-chase the specific cotton at the time 
of sale, which is frequently the caae, it purchases 100 bales of cotton for future delivery 
in Liverpool, New York, or New Orleans, this transaction in futures being his price 
insurance, protecting the profit in the transaction. The mill then, at an opportune 
time, purchases the cotton, say from a merchant in Europe, at the same time selling the 
100 bales of futures, which has served its purpose. 

The merchant in Europe in turn buys 100 bales from an American exporter, or if he 
is unable to buy this specific cotton at the time, he immediate^ purcmuses 100 bales 
of future contracts which he uses as price insurance to protect himself against the 100 
bales he has sold until such time as he is able to buy the 100 bales of specific cotton 
which he requires. 

The exporter in America, when he sells the merchant in Europe the 100 bales of • 
specific cotton, purchases 100 bales of spot cotton or 100 bales of futures as a hedge 
against the 100 bales sold, and this operation may be repeated several times. 

The above explanation shows the manner in which the future market is utilized all 
over the world by the conservative trade as price insurance. It will be seen by the 
above that on 100 bales of cotton sold to a mill in Europe a number of 100-bale future 
contracts may be traded in against the purchase and sale of the specific cotton, depend- 
ing upon the number of merchants who sell this 100 bales from one to the other before 
it reaches its final destination. 

In the event that trading is very much restricted and only limited to specific trans- 
actions in specific cotton the so-called speculator would be eliminated ana there would 
not be at all times a supply of future contracts and the result would be that the future 
market would automatically close. When the seller comes in the market for the sale 
of a future contract there must always be a purchaser and vice versa. 

It is a well-recognized fact that the buyer makes a market. If you eliminate the 
cotton speculator, the majority of whom are buyers, you destroy a great, potential, and 
vastly distributed buying power which will leave the cotton market at times in a most 
helpless state. 

It is not only in the future market that futures are traded in, and it is not only in the 
future market that basis cotton is bought and sold. One may buy from a mrechant 
in the interior 100 bales of basis middling cotton for delivery each month from Sep- 
tember to December at a fixed price with differences at which grades other than 
middling are to be taken specified at the time of purchase. The seller frequently is 
given the right to deliver any ^ade from eood ordinary up to strict good middling at 
fixed differences below the price of middling for the lower grades and above the 
price of middling for the higher grades. An enormous proportion of the cotton crop 
each year is sold luusis middling. The purchaser of basis cotton usually sells to mills 
and merchants the number of each gnuie which he can reasonably expect to get. 

Frequently a merchant will sell specific grades to a mill or for export and bu^ future 
contracts with the expectation of getting a large portion of the cotton he requires from 
the future contracts purchased. 

Usually the grades that are received on future contract average about the saiu^ ai 
the average of the grades on the market at the time. As an illustration of the tme 
made of the future markets recently, in May 26,d00 bales were delivered and receivi^d 
on New York future contracts and 24,300 bales in New Orleans. In July 38,800 bales 
were delivered and received in New York and 50,100 bales in New Orleans. 

It is evident from the above that future contracts as now traded in are satisfactory 
to the purchaser and to the trade, otherwise it is certain that the purchasers of Kay 
and July contracts would never have received the quantity of cotton received on 
those months both in New Orleans and New York and at prices which at the. time 
were higher than spot prices. 
Yoiirs, very truly, 

£. B. Norman. 
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Mr. Norman. To give you an idea how the legitimate cotton purduwo- roaken use 
of the future contract over and over asain on, say, 10,000 bales of cotton 

Senator Ransdell. Now, that is the legitimate merchant? 

iii. Norman. Yes, sir. 

Senator Ransdell. Not the speculator? 

Mr. Norman. The legitimate merchant, not the speculator. This is some of my 
own exp^ence. 

Senator Ransdsll. I understand. 

Mr. Norman. If I had 10,000 bales of cotton 

Senator Ketes. You are not reading the. letter? 

Mr. NoRiCA'N. No; I am not quitfiog from tiie letter. It practiealiy says very much 
the same thing. 

If I had 10,000 bales of cotton on hand in June, say, or last April, I sold 10,000 
bales of July contracts against ib&t as price insurance. That is 10,000 bales of future 
contracts that I dealt in. I could not sell the spot cotton to good advantage, so I 
b9Ught back the July contracts and sold October contracts, 10,000 bales. That 
makes 20,000 bales dealt in. 

Senator Ransdell. On futures? 

Mr. Norman. On futures. I could not sell the spot cotton satis&u^torily, so I bought 
10,000 bales of October future contracts and sold 10,000 bales of December future 
contracts. That would be 30,000 bales. 

Senator Ransdell. You mean when October came you were not satisfied with the 
market and you had to carry on your trade further? 

Mr. Norman. Yes. Or, not necessarily when October came. I could do that 
earlier if I chose. 

I could not sell the cotton satisfactorily, so I bought back the December contract 
and sold January contracts against it — ^future contntcts all the time. That makes 
40,000 bales so far handled on that 10,000 bales of spot cotton. 

I then bought my January future contracts and sold March contracts against those 
10,000 bales. That is 50,000 bales. Then Ipurchased my March contracts and sold 
May contracts against those 10,000 bales. That is 60,000 bales. Then I might pur- 
chase my May contracts and sell July contracts against it, making 70,000 bues. 

Senator Ransdell. Each of those transactions would be an insurance, and intended 
for that purpose? 

Mr. Norman. Each of those transactions would be cotton insurance. 

Now, there are other phases of the situation tiiat I may explain. A mill in Europe— 
this is not quoting, exactly, from this letter, but giving the sense of it. 

A mill in Europe might have an opportunitv of sellmg goods requiring the use of 
10,000 bales of spot cotton. Therefore the mill immediately, in order to be able to 
sell on as small a maigin as possible, buys 10,000 bales of future contracts, say, in 
New Orleans at New York, which they do now very frequently. 

Senator Ransdell. The delivery being engaged, if I may add there, at the time 
they would actually desire to have the spots? 

Mr. Norman. Not necessarily. They may buy the future cotton in any month 
that they want — ^it makes no dilterence — as insurance. 

Senator Ransdell. Yes. 

Mr. Norman. After buying these future contracts they have insured their profit. 
They can figure a very small prodt then, because their small profit is assured. Then 
it is necessary for them to looic around to buy the peurticular cotton that they want. 
The mill may use Liverpool eood middling, 28.29 millimeter cotton; therefore they will 
look around and try to buy this cotton as cheap as possible: but in the meantinme thev 
are insured through their purchase of this 10,000 bales of future contracts. They will 
^et in touch with the exporters in the United States by cable, and they will get offers 
trom ail over the United States for this Liverpool good middling, 28.29 millimeter 
cotton. Then when they have purchased the spot cotton from the exporter they will 
notify the seller or exporter on this side to fix the price on New York futures. The 
seller will buy on the New York future market 10,000 bales of we will say, July con- 
tracts from the broker who had originally purchased this«contract for account of the 
mill. Therefore the mill liquidates their future contract, and they have a contract 
for 10,000 bales of spot cotton from the American exporter. Then the American ex- 
porter holds the 10,000 bales in future contracts which his broker has already bought 
from the mill's broker. The exporter holds this 10,000 bales of future contracts until 
he can buy this cotton scattered around the United States in 100-bale lots or 1,000-bale 
lots from this merchant or this shipper or that shipi>er. Whenever he buys this 10,000 
bales of spot cotton from the interior merchant, the interior merchant then buys, or the 
interior merchants then buy 10,000 bales oi future contracts in New York. The 
interior merchants get their brokers to buy the future contracts from the broker of 
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tkoB big exporter. Then the interior merchants may buv this spot cotton from some 
other Armors or small merchants, and when they do that they sell 10,000 bales of 
future contracts at New York, protecting all their purchases of spot cotton. You can 
see the merchants t(^ther are long, say, 10,000 bales of futures. When they buy the 
spot cotton from the titrmer they sell out these futures, and are short the spot cotton 
to the exporter. You can roei^ly see the niunber of times that the future contract 
caa 1;^. traced in a single sale, on the original sale of goods that the mill in Europe 
makes. 

Senator Ransdbll. Each of them perfectly legitimate and intended as an insurance 
every time.. 

Mr. Norman. Each of them intended as an insurance. 

Now, I will tell you gentlemen right now — and I don't want to take up too much of 
your time — aright to-day I will handle 10,000 bales of cotton under the Smith-Lever 
Law, against which there are sales of 10,000 bales of March cotton. I will handle that 
cotton practically without any margin at all. In other words, if the holder of this 
cotton would come to me and say, ''Mr. Norman, I want to sell 10,000 bales of March 
cotton and certificate the spot cotton for delivery , " I will say, '* All right. Have your 
cotton certificates average middling." If he is a fairly responsible man I will say, 
** I will chaige you a dollar a bale for handling that, and I won't require of you any 
margin whatsoever." 

Senator Ransdbll. You mean a dollar a bale for handling, selling? 

Mr. Norman. I wiU charge him a commission of $1 a bale for handling it. It jiuit 
shows how close a margin the business can be done on with that price insurance, but 
unless we have the future contracts to sell against that 10,000 bales, I don't think I 
would loan him any more than 50 per cent. 

Senator Ransdell. Mr. Norman, in this case you speak of, where the mill in Europe 
buys 10,000 bales or desires 10,000 bales for its actual manufacture, then it buys 10,000 
bales of insurance or futiure cotton to insure it? 

Mr. Norman. Yes. 

Senator Ransdbll. When it has arranged to get the 10,000 bales of spots it has na 
longer any need for the 10,000 bales of futures, so it sells that 10,000 bales? 

Mr. Norman. Yes sir. 

Senator Ransdbll. And the broker who is going to buy for it has need for the future 
cotton. 

Mr. Norman. Yes sir. 

Senator Ransdbll. So he probably buys that identical 10,000 bales? 

Mr. Norman. He buys that identical 10,000 bales and the speculator does not come 
into the transaction at all. 

Senator Ransdbll. Now, when that broker goes out to get the actual spots and ar- 
ranges to^et the spots, then the fellow from whom he gets his spots wants to be insured, 
too, naturally, that he can get those spots delivered, so that is another 10,000 bales, 
and before you get through with the transaction there have been several transactions 
of insurance to the extent of 10,000 bales each time. In other words, 40,000 to 50,000 
bales of cotton have changed hands, and they talk about the futures being 40,000 to 
50,000 bales, but it is simply a matter of insurance, perfectly legitimate, and there 
hais been no speculation in the transaction at all? 

Mr. Norman. There may be no speculation in the transaction at all. 

Senator Ransdbll. I am speaking of absolutel)^ business transactions, where there 
is no element of speculation. That is correct, is it not? 

Mr. Norman. Yes, sir; that is correct. 

Senator Ransdbll. Of course we all know that there are speculators also on the 
exchanges, but in many transactions which are doubled up again and again and 
again and again they are used solely and wholly for insurance? 

Mr. Norman. Yes, sir; absolutely. 

Senator Ransdbll. I wanted to make that perfectly clear, Mr. Chairman, because 
it is not generally understood. 

Mr. Norman. Now, there is another point. This is very important. Senator Dial 
wants to reduce the number of grades to three or five, or whatever the case may be. 
I would like to explain that practically all of the cotton sold in Texas, Oklahoma, 
and Arkansas — ^welf, I will say the great majority of cotton that is sold in those States — 
is sold basis middling. 

Senator Ransdbll. That comes pretty near being half, too, doesn't it? More than 
half of the entire cotton. 

Mr. Norman. I think so, in those States. I would not say positively, but I ^ill 
say it is an enormous proportion, and the seller has the right to deliver as many as 
twenty grades of cotton against this basis middling sale that he makes. Now, this 
is spot transactions that 1 am talking about, and not future transactions. The seller 
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prefers, naturally, to make a eale of spot cotton, baais middling, because it aUows for 
certain latitude. In other words, he can deliver all the cotton he has bought that 
day against this sale. The buyer prefers it because he has use for the majority of 
these g^rades that are delivered to him at the difference between the values; in other 
words, at the couunercial differences. If you were to pass a law prohibiting the 
farmer from selling a basis middling contract, I think you would have a delegation 
of farmers coming up here to Washington that would keep you busy for two or three 
weeks. 

Senator Ransdbll. Mr. Norman, you have explained some of the general functions 
of the exdiange. Now, won't you state briefly your particular objections to the 
pending bills? You have covered the matter in a ^neral w^y, but I wish you would 
point out your specific obiections to the pending bill. 

Mr. Norman. I contend that if the Dial bill is passed it will be impossible to carry 
on a business in future contracts. 

Senator Keys. Now, let me interrupt you. In referring to the Dial bill you are 
referring to his first bill and not to the second, or to both? 

Mr. NoBMAN. To both, because I contend that any further restrictions in the 
deliveries of cotton on contracts will make a contract that will not function property. 

Senator Ransdbll. It would practically destroy the exchange, in your judgment? 

Mr. Norman. It would destroy the bu>dn^ and selling of future contracts. 

Senator Kansdell. And, as you have explained before, those are necessary to the 
proper functioning of the cotton business? 

Mr. Norman. Gentlemen, if the buyer of a future contract were permitted to. 
name two grades for delivery on this contract, natiurally he would name the. two 
grades that were hardest to procure. He would pick out middling fair and strict 
goo4 middling. I venture to say tJiat last year 1 doubt if you could have gotten 
together 300 bales of middling fair in the South. Now, a man does not require any 
stretch of the imagination to know that the firm that would buy 2,000 bales of cotton 
on future contracts, demanding strict good middling and middling fair would comer 
the market. So naturally nobody would sell it, because you would have a condition 
where you would have no buyers and no sellers. 

Senator Ransdell. Do you consider that the restrictions provided in the existing 
law, the Smith'Lever bill, are about as fair as you can safely go and still do business 
on the cotton exchanges? 

Mr. Norman. If you are going to be fair to the farmer and fair to everybody, it 
seems to me 

Senator Ransdell. The mill and everyone else. 

Mr. Norman. It seems to me the object of any laws of the United States should be 
to be fair to both the buyer and the seller. If you restricted the numb^ of grades on 
future delivery the farmer would not be able to deliver a hundred bales of cotton on 
contract because his cotton does not run in even grades. It may run from low mid- 
dling to good middling. 

Senator Ransdbll. The farmer produces all the grades which are provided for in 
the Smith-Lever bill, does he not? 

Mr. Norman. He may produce all those grades, and he may produce some a Uttle 
lower, but those are not so numerous, and it would not hurt to leave those out. Per- 
sonally, I am not in favor of putting in strict good ordinary; nor permitting the delivery 
of strict good ordinary, because strict good ordinary is a grade that is not very plentiful, 
and sometimes the price is nominal and it is impossible to determine the honest 
difference between strict p;ood ordinary and midaling; but with low middling as 
a commercial grade, that is traded in all the time; you can always determine the 
honest difference between low middling and middling. By keeping the differences 
honest and correct, you have an ideal contract. 

Senator Ransdell. The Smith-Lever law, if I may ask, Mr. Norman, was passed 
after a great deal of study, investigation, many hearings and arguments by represen- 
tatives of the various cotton interests of the South, was it not? 

Mr. Norman. Yes, sir. 

Senator Ransdell. And generally recognized, so far as you imderstand the busi- 
ness, as being satisfactory? 

Mr. Norman. Entirely satisfactory. 

Senator Ransdell. To most of the people in the South? 

Mr. Norman. To practically all those that trade in future contracts. 

Senator Ransdell. Is it fairly satisfactory to those who produce cotton? 

Mr. Norman. I think it is eminently satisfactory to those who produce cotton, 
because they can deliver practically whatever they make at honest differences, and 
the buyer is not at a disadvantage, because he gets the various grades at honest differ- 
ences as compared with middling. 
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S^iator Bansdell. Let me ask you this: Last year, when the agriculture was so 
deflated, how did cotton hold up as an s^cultural product on which there were con- 
siderable transactions on the exchanges, with other agricultural products whidi were 
not d^t in on exchanges, for instance, such as sugar and rice and hides and meats of 
various kinds? Did the exchanges cause it to go down very materially, or did it tend 
to hold up the price of cotton? 

Mr. NoBHAN. The pressure of spot cotton was responsible for the market going down. 
It was the pressure of spot cotton on the market wiiich was responsible for the future 
market going down, and no demand for spot cotton. Hides, I understand, went so 
low that you couldn't practically sell them at all. 

Senator Ransdell. It would not pay to skin an animal if it died on the farm, so I 
was told by a number of people. You couldn' t get enough for it to pay for skinning it, . 

Mr. NoBMAN. Rice went down so low that it practically drove the rice farmers in 
Loidsiana out of the business. As Senator Ransdell probably knows, they suffered 
terribly. 

Sugar went down a long way. There is a contract market for sugar in New York, 
but it does not seem to function so weU. 

• Senator Ransdell. In your opinion, Mr. Norman, did cotton, which was dealt in 
on the exchanges, go as low in proportion as some other agricultural products which 
were not t^e subject of future contracts? 

Mr. NoBMAN. I don't think that cotton did. Senator, and I contend that if you 
destroy the insurance that we have in the future contract market, you will destroy 
tJie collateral value of cotton. In the same way on the New York Stock Exchange 
on stocks ihaX are traded in on the New York Stock Exchange you can borrow from the 
banks closer to the value of those stocks. In other words, witmn 10 or 15 or 20 per cent 
of their value, whereas you take stocks that are not traded in on the New York Exchange, 
sometimes you have dimcidty in obtaining 50 per cent of their value at a bank. And 
I contend, just as I have illustrated to you a few minutes ago, that I would be ^lad 
to take a thousand bales of cotton for a customer, provided it is certificated, and provided 
future contracts are sold agamst it. I woidd take that cotton from almost anybody on 
a margin of 3 to 5 per cent and charge a dollar a bale commission for handling, whereas 
if it is not hedged I would rather not handle it at all. 

Gentlemen, I have a statement that I have prepared regarding the collateral value 
of cotton, and if you think this will interest you — it is not very long — I will be glad to 
put it in the record. 

Senator Kbyes. Very well. 

(The statement above referred to is as follows:) 

COTTON A FBIME GOLLATEBAL WITH THE CONTBACT MABKBT FBOPEBLY FUNCTIONING. 

With the contract fnarket properly functioning, cotton stored in a bonded ware- 
house is immediately r^arded as a prime collateral. On the tenderable grades, 
between 80 to 90 per cent of the value can be obtained from the banks and it is some- 
times possible to obtain a loan of practically the full value of the cotton. 

Quotations being obtainable at any time during business hours, the value of 
tenderable grades can be determined immediately, for this reason the cotton busi- 
ness has been transacted in the South during the past 39 years on a smaller margin 
than any other commodity due to the facilities of the contrsLct market which afford 
price insurance. 

Should the contract market be taken away from the trade or restricted to a point 
where it is no longer flexible, the collateral value of cotton would be reduced to 
such an extent that only very wealthy firmB could engage in the buying and financ- 
ing of cotton. The purchasing power of the small cotton buyer, scattered throughout 
the South would be eliminated. Individually his resources are small but collec- 
tively his purchasing power is potential and if this enormous purchasing power of 
the market is to be eliminated a great danger arises for the cotton fanner. There 
are thousands of people throughout the South interested in cotton who are always 
ready to come into the market and buy whenever they consider the market too low. 
Restrict the functioning of the contract market and vou kill this purchasing power. 

As sure as you pass restrictive legislation which has been proposed you aestroy 
the sources from which accurate information regarding prices is distributed all over 
the South. You kill the potential buying power of the thousands of small buyers 
engaged in the buying of cotton throughout the Houth and thousands of others who 
are ready to purchase contracts when cotton is offered too cheap and last but not 
least, you immediately reduce the collateral value of cotton on which loans can 
now be obtained of from 80 to 90 per cent of its value to a commodity on which only 
about 50 to 60 per cent will be obtainable. When you do this you immediately 
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reduce the price of cotton, as a purchaser will always pay more for a commodity 
which he knows he can sell and for which there is a dependable market than for a 
<»mmodity whose value is not so easily determinable or only nominal. 

It may be surprising to know that there are many firms engaged in the cotton 
business who will sometimes buy cotton on which no profit can be calculated but 
on which, due to the fact that they have the use of the contract market as insurance, 
there is little risk being taken. During the past summer when spot cotton was sudi 
a drug on the market firms with large resources, bought hundreds of thousands of 
bales of spot cotton because it was possible to insure their purchases through the 
sale of contracts in New York, New Orleans, and Liverpool. If these firms had 
been deprived of the use of the contract market, which aaorded price insurance, it 
would be hu*d to figure how low the price of cotton woidd have gone during that 
period last summer when there were thousands ui>on thousands of bales of spot cotton 
lor sale without any buyers. The same thing probably would have happened to 
the cotton market as happened to the hide market last year when those who held 
large stocks of hides and could not find a purchaser at any price were forced prac- 
tically to give them away. 

The records of the cotton exchange will show that when there is no demand for 
«pot cotton the future market is consistently held higher than spot cotton. This is 
conclusive evidence that future contracts in this country in times of stress assist in 
holding up the entire cotton market. It is a mistaken idea that the cotton merchants 
and cotton exchanges are interested in seeing low-priced cotton; on the contrary, every 
•one engaged in any department of the cotton industrv knows that it is to their own 
best interests that cotton is high rather than low, as the margins of profits are larger, 
whereas on low-priced cotton at times it is hard to figure a profit. 

Now, to return to the value of cotton as collateral with the future market properly 
functioning, as compared with its collateral value without the use of the future mar- 
ket. I would like to call attention to the fact that the collateral value of the majority 
of stocks traded in on the New York Stock Exchange is about 80 to 90 per cent, whereas 
on stocks which are not listed on the New York Stock Exchange and are not being 
continuously traded in it is sometimes impossible to secure a loan from the banks. 
Where there is a dependable market for any commodity it will always bring closest to 
its real value. I hate to predict what will become of cotton without a responsible 
contract market properly functioning. No intelligent quotation could be obtainable, 
and many banks would refuse to loan more than 50 per cent of the nominal value. 

Stocks that are most readily salable and for which there is a broad market always 
bring nearer their true value; likewise cotton that is being traded in continuously is 
one of the most easily sold commodities of the South. The margin of profit in normal 
times which the merchant makes on the cotton he handles is ridiciilously small as 
compared with other commodities. This is due to the fact that there is less risk in 
hanaling cotton, due to the insurance which can be obtained at any time during the 
business day, through making use of the contract market as a temporary hedge pending 
the time that the cotton can be resold. The broader the market for cotton the greater 
you reduce the risk of handling and with the insurance feature of our contract market 
the greater price the buyer can pay. The narrower the market the greater you increase 
the risk and the greater you reduce the price that the purchaser will pay. If you 
eliminate the insurance feature of a broad contract market, you automatically reduce 
the price that any conservative firm will pay for spot cotton, you eliminate the com- 
petition of small buyers scattered throughout the South, and you defeat the very ends 
which you are trying to obtain. 

It may be interesting to know that most of the spot cotton bought in the interior is 
bought basis middling; in other words, the seller has the privilege of delivering any 
grade that he buys at a specified difference which is very similar to the future con- 
tract. In some of the primary markets it is difficult to buy even running grades as it 
is usually much more satisfactory to the seller to deliver all the grades he buys rather 
than selections. Itis customary in the interior to take ia much as 20 grades on pur- 
chases of basis middling cotton, whereas the future contract as at present constituted 
provides for the delivery of only 10 grades. 

A laige proportion of the cotton delivered on contract last March and May was 
tendered by cotton factors for account of farmer customers and smaU merchants around 
the country. The reason that this was done was that it was almost impossible at the 
time to sell spot cotton, yet future contracts could be sold on which low middling and 
above could be delivered and the prices obtainable for the future contracts were as 
much as 50 to 60 points higher than was obtainable for spot cotton. At times last year 
there were thousands of bales of cotton received on contract when the future market 
was at a premium over spot cotton. 
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For the good of the country let btisiness alone for a while, leaving it on its own 
resources, as business built up without continuous legislation is built on a stronger 
and more permanent foundation. The constant fear of legislation which places the 
entire nation under a cloud of uncertainty is slowing down the progress of the country. 

Mr. Norman. Because it has a very important bearing. There are also some reso- 
lutions of various cotton exchanges throughout the South. 

(The resolutions above referred to are as follows:) 

STATEMENT OF MR. BD. S. BUTLER, PRESIDENT OP THE NEW ORLEANS COTTON EXCHANOS, 
IN OPPOSITION TO SENATE BILL 386, BY SENATOR DIAL, OP SOUTH CAROLINA, TO 
AlteND SECTION 5 OP THE COTTON FUTURES ACT. 

Senator Dial has introduced a bill (S. 385) to amend section 5 of the United States 
cotton futures act, approved August 11, 1916, as amended, which amendment provides 
that unless cotton of the basis grade (middling) is tendered in settlement of such con- 
tract, the buyer shall have the right to demand that one-half of the contract to be 
delivered shall be delivered in equal quantities in two grades to be specified by him, 
and that the seller shall have the ri^ht to tender one-half of the amount deliverable 
under the contract in equal quantities in two grades to be specified by the seller. 

This bill, which is introduced as a regulatory measure, will so restrict trading in 
future contracts as to ultimately abolish future trading in the American exchanges. 
The effect of the enactment of this bill into law will be to create a more spedftc gmde 
contract than the present section 5 contracts which are the contracts used by the trade 
as interim or insurance contracts. 

The present law permits the trading in specific grade contracts under section 10. 
but sudi contracts are never made across the future ring, although one is permittpd 
to conclude such a contract upon the exchanges if poflsibie. This section 10 contract 
is infinitelv stronger than Senator Diars amendment, but it was never intended and 
has never been used as a price insurance or interim hedge contvad but is traded in 
largely by produces, merchants, and spinners trading in spot cotton or on to-arrive 
terms under the rules of the exdumges and the rules and regulations promulgated by 
the Bureau of Markets. 

Future tradii^ was established on the cotton exchanges to protect two elementary 
risks in the cotton busiiieBs beyond the power of man tx> absolutely control, namely, 
variations in the size of the yeaily ciop and of the amount of cotton the world would 
yearly consume. The present future contract is the result of 40 years ot experience 
modified by recent legbiatiKni. After bearing of representative committees of the 
the cotton tnde before the Committee on Agncultni^ of tbia United Btates ^nate, 
the United States cotton fottutes act was enacted on August 18, li9L4, suhaequ^ntly 
reenacted with amendments on August 11, 1916, and further aMieuded on MWch 4, 
1919, with the result that we now have a eontisact that is hix allk« to buyer and seller 
and probably sufficiently oomppehensive to include tbe bulk of the ootton grown. 

It IB not contendred by thk that tJaie fatm« ooDtraet k 
economical and best prioe msmaiKee which men <d every naiiooallty enga^^ in t^ 
cotton buonesB have been able to devise to insure an initial piolit or minimize a pos^ 
flible loss. As pointed out above, Oosgness also hm not hem lax in its attentloii to 
cotton futures. 

Under the law as it now setsnidfi, th« present oonitxact has fxmcik>xked well, notwith- 
standing the MbmgmaX postwar coEkditioGn, aiMi It has maintained a close relationship 
to spot cotton. While this dope reiatioaafihip betwe^a spo<» aad futures has appa^ejatiy 
not been shown every day (became pfemmm» a^nd diaooujots in forward dehvesies ^aice 
more or less psydhoilQigicaJ) it is moue the Jcess true that the infiuejooes awa^uAdija^ the 
spot-ootton stuatiofu do aod ha^ie aJy^ys ^vanned (COttoU'-Iutw^e iKsxtcaets. 

The recoi;dfi of la^t season wiH dbow tibtat while for a time spot oottoiu was picaetioaJJy 
unsalable in the j^ot markets, over tluree hujudjied thoiv»a«kd 'bailes were 4imy^a«d on 
future oootcactfi m Kew Yotrk Mkd New Orleains, »t puioee mMtdn- above t^e pdloe obtain- 
able in any spot xoairket at the esxm tojEoe for those q^iaJities of iCofttoKi wJbddla would 
pass the oontiEact; Itet is, from low jouddling to xniddJufig lak • 

Tlie two great exdiianges of New York md New Orleains do »ot control aU of the 
future btusinesB of the world but have to ccmmeite with Xiverpool ajpkd lla\i:e whose 
contacts are to a great extent ideiKticai with we eKceptioAi l^t the AaEoe^iclatwe of 
their grades, whida are equivalent to ours, ie differeiprti. To restrict us would be to give 
an advaotage to Eurcgpie whose hsofn^ and more compreiMO^ve eontcact would soon 
attract all m tibie business aiod leave our business to shrink and dry up. 

1 can not see any other result from Senator Dial 's amendment. rossibJy the Senator 
may be of opmion that were his amendment enaoted into law that 1^ ittice 'Of eotton 
would be benefited or that speculatkoi would be entirely eliminated. Xn l^e first 
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instance, I am sure he is absolutely mistaken. In the second place, it would 
create a condition which is not at all to be desired. Suppose, to bring the Senator'^ 
proDosition to an irreducible minimum, that the exchange membera comd be forced to 
deal exclusively in a contract that called for middling only, nothing above nor below. 
Aside from the fact that the supply of the middling grade is necessarilv limited and 
therefore few would be willing to sell for fear of a squeeze, would that help the price 
of the otJier grsMles, or the market as a whole? Would that enhance the value of low 
middling or strict middling or good middling? Would it not be possible to force the 
middling price by cornering, say, to 40 cents when higher grades would sell at 30 
cents and lower girades at 10 or 15 cents? 

As to reducing speculation in cotton, I quite concede that same would be accom- 
plished, as no investor or buyer would find a seller except at a substantial premium 
and as there must be a seller for every buyer and vice versa, the number of buyers 
must necessarily be reduced. 

The report of thee Conmiittee on Agriculture on the Smith-Lever bill. Sixty-third 
Congress, second session, H. R. 765, says of the functions and ecomomic uses of the 
exchanges: 

''It is the opinion of the conunittee that the abolition of the cotton exchanges 
would result inevitabl^r in the monopolizing of the entire cotton crop into the hands 
of a very few powerful interests with the force and means to fix the price at which the 
farmer would be compelled to sell his cotton. Fully 75 per cent of American pro- 
duced cotton leaves the hands of the producer during the four months of September, 
October, November, and December. It takes no stretch of the imagination to foresee 
how utterly helpless the farmer, as a class, would be in his present disorganized condi- 
tion as a factor in fixing the price of his own products, as against the organized genius 
and money of the spinners and powerful spot cotton dealers. 

''The fundamental principle of trade is that the buyer always buys at the lowest 
possible price while the seller always sells at the best possible price to be had. With 
this principle in mind, and with the economic conditions surrounding the southern 
farmer not overlooked, it does not take a prophet to foretell what mufit be the result 
of a contest between the farmer on the one hand and the spinner and big spot cotton 
dealer on the other in a struggle for fixing the price of cotton. The farmer can not 
hope to survive in such an unequal contest. He would be forced to peddle his cotton 
upon the streets and to take such prices for it as had been agreed upon, secretly, 
perhaps, by these big interests. He would be absolutely at their mercy without even 
the law of supply and demand to aid him. 

"Any legislation, therefore, which eliminates from the cotton trade, the element of 
le^timate speculation and legitimate speculators, must, in the opinion of the com- 
mittee, result disastrously to the producer, especially at that season of the year when 
the bulk of the crop is moving from him into the channels of commerce. Cotton 
exchanges properly regulated m their operations, in that they afford opportunities 
for legitimate speculation, may be made to be of real benefit to farmers, merchants, 
and spinners. The Intimate speculator, operating through the exdianges, is the 
only buffer standing between the helpless producer and the powerful buyer of his 
product." 

I trust, Mr. Chairman, this will sufficiently demonstrate our position in the premises. 

Respectfully submitted. 

Ed. S. Butler, 
President New Orleans Cotton Exchange. 

STATEMENT OF MR. ED. S. BUTLER, PRESIDENT OF THE NEW ORLEANS COTTON EXCHANGE 
IN OPPOSITION TO THE BILL 399 BY SENATOR CARAWAY OF ARKANSAS, TO PROBIBIT 
THE SALE OF COTTON FOR FUTURE DELIVERY UNDER CERTAIN CONDITIONS. 

Senator Caraway has introduced a bill (S. 399) which, in short, prohibits the sale 
of cotton for future delivery unless the seller states that he has the intention to 
deliver and that he actually owns or has contracted for the ownership of the cotton or 
that the cotton is in actual course of growtii on land owned, controlled, or cultivated 
by him; and further, that in order to convey a message by tel^raph an affidavit 
must be filed with the telegraph, telephone, or wireless telegraph company that 
he intends to actually deliver or receive such cotton, etc.; further, penalties are 
provided for violations of this law. 

In order to discuss this bill, and to realize its effect, it is necessary to analyze the 
various factors wMch go to make up a future market. The future contract is com- 
posed of the following character of trades: 

1. Buying of hedges against sales of spot cotton; 

2. Buying for investment or speculative account; 
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3. Buying for straddle account; that is, buying in one market and simultaneously 
celling in another; or buying one month in one market and selling another in the same 
market; 

4. Selling of hedges against purchases of spot cotton; 

5. Selling for speculative account; 

6. Selling for straddle account, etc.; that is, selling in one market and simul- 
taneously buying in another or selling one month in one market and buying another in 
the same market. 

7. Buying by spinners as a hedge against later purchases of spot cotton to insure 
against a possible advance in prices. 

All of these elements of trade are found absolutely necessary in order to assure the 
producer and consumer the best insurance tlu'ough the medium of the future market 
while marketing and finally distributing the cotton crop and the manufactured article. 

Buying of futures as a hedge against forward sales has long been recognized by thp 
trade as the cheapest and safest policy, and is particularly useful to the exporter to 
protect him against his forward sales of cotton, as well as the millman against his 
forward sales of manufactured. i?oods, should an advance in raw cotton prices occur* 
the necessity of selling ahead being essential to the cotton trade. It is recognized 
as the only conservative business method to insure a profit or moderate loss, as well 
as to permit a large volume of business to be done forward. 

Hedge selling against purchases of actual cotton is just as necessary and permits 
the merchant to earry large stocks of cotton, particularly as it is necessary for him to 
accumulate stock when the bulk of the cotton crop is marketed from August to De- 
cember and insures him against sudden or permanent declines in the market. Hedg- 
ing has become recognized the world over and is insisted upon by all conservative 
banking interests. 

The necessity of speculative or investment buying is well appreciated. The bulk 
of the cotton crop is marketed during five months. Often the market is flooded with 
cotton during this period, and as the price often declines owing to the fact that offer- 
ings are larger during that period than trade requirements, the speculator performs 
the useful function of buying the surplus of the hedge selling during that period, 
thereby distributing the losses, if any, among a great many instead of the trade 
shouldering same. This was particularly true last year. What would have become 
of the country, with the price of last year's cotton crop shortening from over 
$2,000,000,000 to less than $1,000,000,000 in the first three months of last season, if the 
speculator and the hedge buyer haa not borne the bnlnt of the decline? Surely it 
was not the trade; there was during that time a lack of buyers and trade demand to 
absorb the daily offerings of cotton. 

Speculative selling is just as essential, as in many years, at periods, trade demand 
is larger than the offerings, due to various causes. The speculative seller expecting 
ultimate profit supplies the trade during the period with contracts, at times profit- 
ably and often with a loss. 

STRADDLE BUSINESS, OR WHAT IS KNOWN AS ARBITRAGE BUSINESS. 

The tendency of this business is to keep the markets as nearly equal in their rela- 
tion to each other as possible; otherwise the individual market would be governed 
entirely by existing local conditions instead of world conditions. This character of 
trading is also necessary between months in the same markets, as conditions tempo- 
rarily cause more or lees demand for one month than the other and without this equal- 
izing method we might at times have disastrous discounts or unnecessary premiums, 
which are both ultimately detrimental to the cotton trade. The arbitrage business 
in normal times is large and done mostly for small profit. Extreme premiums or 
declines are purely psychological and are of short duration. 

There are only two people in the cotton business whose interests are diametrically 
opposed. One is the farmer, whose object is to secure the highest price for the result 
of his labor; the other is the consumer^ whose object ia to buy his raw material as 
cheaply as possible. All intervening interests work on fixed commissions or take 
their chances as to buying or selling profitably. The legitimate speculator, op>erating 
through the medium of the exchanges, ia the only buffer between the farmer and the 
powerful buyer and consumer who can readily oi^anlse while the fanner can not; 
and it is easy to see that the farmer can not hope to survive in such an unequal con- 
test if the speculator is eliminated, whether he be ft long buver or short seller in the 
future market. The presence of the speculator in the exchangef , always ready to 
buy or sell, has undoubtedly served to relieve the trade of the ruk of violent fluctu- 
ations in value. Speculative markets on the cotton exchangef enable the fanner at 
any season of the year or any day of the ieflion to find a rf«dy Mle for his cotton. 
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While there inay have been at times unwise speculation on exchanges, the exchanges 
have been useful in stabilizing prices, in furnishing correct quotations of the market 
value of cotton, and in maintaining a reasonable parity between futures and spots, 
thereby posting the farmer, the merchant and the banker, and the consumer as to 
prices of cotton daily. 

Much has been recently said of the short seller, even going so far as to suggest the 
elimination of short selling. The elimination of short selling restricts the speculative 
buying power and would make a lopsided market, allowing only buyers to go into the 
market, which might temporarily establish fictitious values and casue the accumu- 
lation of a long interest which, upon liquidation, would probably force a continuous 
decline until all investors or buyers had liquidated. Price insurance through the 
futiure contract would thus be destroyed ana a chaotic condition exist in the trade, 
and as a result the market would be at the mercy of the spinner. 

On tlie 13th of November, 1918, the cotton distribution committee of the War 
Industries Board issued an order prohibiting speculative short selling, which went 
into effect and was rescinded on JDecember 9, 1918. During that period, contrary 
to having the effect of stopping the decline in cotton, it is noted from the quotations 
that middling spot cotton m New Orleans, as of date November 13, was 29.38 cents per 
pound; whereas, on December 9, it had declined to 28.50 cents per pound, proving 
conclusively^ that in his instance the law of supply and demand functioned regardless 
of the artificial restrictions imposed upon the futiu-e cotton market and cotton declined 
nevertheless. It "is true that during that period futures advanced temporarily but 
finally lost 5 points for December cotton. 

I am of the opinion that the order authorizing the restriction was rescinded in such 
short order because it had proved a failure. 

Many other commodities and articles which were not protected by a futiwe market 
during that y^ar declined as much or more than cotton and during the decline there 
were periods when these articles could not be sold at all, the difference between sales 
being many cents per pound; whereas we were able to hedge cotton contiijuously 
during the decline at almost every hundredth part of a cent. 

I hold no brief that the present future contract is a perfect one, but I do say that 
it has functioned well regardless of the abnormal war and post-war conditions and 
has been an economic and insurance benefit to the cotton trade even during this 
season of distress and has for many months offered the best price obtainable for cotton 
in the world, the near position selling at a prmnium over the price obtainable for 
cotton on the spot markets, thereby indicating that the continuous offers of spot 
cotton at lower prices caused the future market to decline notwithstanding the effort 
and strong resistance which it offered to the decline. 

It must be borne in mind that the American exchanges do not control entirely the 
trading in future cotton, which is also traded in upon the great exchanges of Liverpool 
and Havre, whose contracts are practically identical with ours, except that their 
grades are called by different names. Senator Caraway's bill would prohibit the 
trading between these markets and ours, our contract under his bill being entirely 
different and restricted, and the business would gradually drift to Europe and the 

grice of cotton be controlled by them, our market being traded in entirely by spot 
olders of cotton and subject entirely to local conditions. 

The future contract was inaugurated as an interim or insurance contract, as stated 
above, and the protection and safety afforded against fluctuations in raw cotton by the 
future hedge enables the banks to lend large sums upon reasonable margin to all 
parties in the cotton trade, thereby enabling a large volume of business to be done. 
It has also opened the cotton market of the world to the public and, as stated above, 
the speculator or investor performs a useful service. But the Caraway bill would 
entirely eliminate him, as he must be the owner or have cotton under control before 
he can participate in a future contract. 

Bight here it may be well to say that an exporter, unless he actually bought cotton, 
could not sell cotton forward, even abroad, under this bill. 

Above I have referred to the elimination of short selling and its effect. Senator 
Caraway's bill eliminates the short seller and, as said bdore, naturally limits the 
amount of buyers, as for every buyer there must be a seller. In brief, Senator Cara- 
way's bill would close the American future markets, revolutionize the cotton trade, 
and destroy the present economic and insurance features enjoyed by the trade through 
the future market. 

In periods of extraordinary demand or bountiful supply, both of which cause violent 
fluctuations in prices but in opposite directions, there is always a good deal of dotation 
in America for destructive or regulatory legislation, as the future board prices visuidize 
strongly the advances or declines in the market, and those who are uninformed as to 
the economic and insurance benefits of the future market to the cotton trade cry out 
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for legislation both State and National. To the cotton merchant, the future market 
eliminates the speculative risk and hazards of the cotton business and is an economic- 
factor of safety to the entire cotton industry. 

We who have our all invested in the cotton trade are satisfied with the present future 
contract. It is the result of many years of careful thought by the best brains the 
cotton trade has produced, as well as by legislative attention, and I wish to quote 
our attitude as expressed in an article in a recent issue of the Cotton and Cotton Oil 
News, of Dallas, Tex.: 

**It is refreshing to note the attitude of those who understand the operation of the 
legitimate exchanges compared to the wild charges and hurtful actions of men who do 
not understand the functions of the grain or cotton exchanges. At a recent banquet 
at the Hotel Cecil, in London, to the Royal Grain Commission, Sir Alan Garrett Ander- 
son proposed *the grain trade' and said the essential functions of the Government 
were to protect and help trade, but not to take it in hand. The Government's job 
was to keep the ring clear and let traders do it themselves. By the miracle of private 
enterprise and individuality, our Nation had become great. By a repetition of that 
miracle we should climb from the valley of shadows in which industry was to-day. 

**What a wonderful precept for our national lawmakers, who, no doubt mean well^ 
but always do that which results in distressing losses to those they seek to assist. 
Why not let well enough alone and help instead of hindering? " 

Gentlemen, if you enact Senator Caraway's bill into law, you will create a condition 
such as existed at the outbreak of the war, in 1914, when the exchanges were forced to 
close for three months. I would like to file with the committee copies of extracts from 
newspaper articles rep^arding the demand to reopen the cotton exchanges. 

Respectfully subnutted. 

Ed. S. Butler, 
Premdmt New Orleans Cotton Exchange. 

RESOLUTIONS OF VARIOUS SOUTHERN COTTON EXCHANGES OPPOSING THE PROPOSED* 

LEGISLATION TO AMEND THE COTTON FUTURES ACT. 

SAVANNAH COTTON EXCHANGE. 

Savannah, Ga., February 7, 192^. 

Whereas the board of directors of the Savannah Cotton Exchange is advised that a 
subcommittee of the United States Senate Agricultural Committee will conduct a 
hearing on February 13 and 14, 1922, in Washington, D. C, on Senate bill 385, intro- 
duced by Senator Nathaniel B. Dial (South Carolina); also Senate bill 399, intro- 
duced by Senator Thaddeus H. Caraway (Arkansas); and 

Whereas the Dial bill seeks to provide that middling cotton shall be delivered on a 
future contract or not more than two deliverable grades of equal quantities; and 

Whereas the Caraway bill would prevent any person or orpanization from sending any 
communication by telegi^ph or otherwise, in any direction, relating to a contract of 
cotton for future delivery, unless such person or organization supplies an affidavit 
that they are growing or actually own such cotton and intend to deliver same on 
such future contract; and 

Whereas both these bills if made a law will practically eliminate all legitimate hedge 
business in the future markets and thus place cotton dealers, manufacturers, and 
growers in a serious predicament: Therefore be it 
Resolved by the board of directors of the Savannah Cotton Exchange ^ in special meeting 

assembled^ That a delegation consisting of two members of this exchange be sent to 

Washington to be present at the scheduled hearing, with authority to vigorously 

oppose both bills, believing that the enactment of same will seriously impair and 

jeopardize the entire cotton trade of the country. 
Attest: 

W. H. Teasdale, Secretary and Superintendent. 

GALVESTON COTTON EXCHANGE. 

At a meeting of the Iward of directors of the Galveston Cotton Exchange and Board 
of Trade held on February 6, 1922, the following resolution was unanimously adopted: 

Resolved^ That we, the members of the Galveston Cotton Exchai^e and Board of 
Tinuie, being thoroughly familiar with the terms, conditions, and practical operation 
of the present future contract as is now in use by the New Orleans and New York 
cotton exchanges, do hereby thoroi^hly and strongly indorse said contract as being 
fair, equitable, and just. 
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Furthennore, realizing that the present contract ib the outgrowth of many years of 
practical experience in the cotton busineas, we are strongly of the opinion that the 
terms and conditions of said contract are such as are best adapted to the safe, legiti- 
mate, and practical operation of the cotton business and kindred industries. 

Furthermore, it is the unanimous sense of this meeting that we strongly oppose any 
material change in the future contract now in use in the New Orleans and New York 
cotton exchanges. 

Furthermore, we unqualifiedly oppose the passage of the Dial bill (S. 385) or the 
Caraway bill (S. 399), for should both or either of these measures be enacted into law 
the result would be ruinous to the cotton trade and closely allied industries of the 
world by placing the cotton business on an unsafe, unsound, and speculative basis. 

And, furthermore, we view with grave concern the far-reaching, detrimental, and 
ruinous effect that the enactment into law of either of these measures would have, 
not only upon the cotton trade but upon all lines of industry, and particularly through- 
out cotton-raising States where the growth and marketing of the cotton crop play 
such an important part in the economic welfare of the United States. 

MOBILE COTTON EXCHAKOB. 

Mobile, Ala., February 8, 192t. 

It is the unanimous opinion of the Mobile Cotton Exchange, representing entirely 
spot-cotton dealing, that no further legislation restricting cotton trades, either spots 
or futures, be enacted. 

By order of the board of directors. 

J. B. Harris, Vice President. 

EXCERPTS FROM THE PUBLIC PRESS SHOWING THE WIDESPREAD DEMAND THROUGHOUT 
THE COTTON-PRODUCING STATES AND ELSEWHERE FOR THE REOPENING OF THE NEW 
YORK AND NEW ORLEANS COTTON EXCHANGES. 

[Pearsall's News Bureau, New York—Sept. 8, 1914.] 

San Antonio, Tex., September 4. 

To Drotect against Immediate financial stress such cotton growers as are unable to 
hold their staple, the San Antonio Chamber of Commerce to-day launched a campaign 
having for its object the opening of all cotton exchanges in the United States. 

The first move was the sending of telegrams to the directors of cotton exchanges in 
New York, New Orleans, and other markets and to chambers of commerce throughout 
Texas. 

Following is the text of the communication to the Texas commercial body: 

''We believe that immediate opening of cotton exchanges for new business is neces- 
sary to establish a market and secure uniform prices. Cotton is selling in places as 
low as 6 cents, which we think much less than the market would be. Lack of knowl- 
edge of prices is causing heavy loss to farmers and small merchants. WiU you give 
immediate active assistance by telegrams to New York, New Orleans, and other ex- 
changes urging immediate opening?" 

[Pan Antonio Express, Sept. 6, 1914.] 

The movement to have the cotton exchanges, that closed on account of the European 
war, reopen for new business only might also include reopening of some exchanges 
closed by what many cotton men regsuxi as imwise legislation. It is pointed out by 
the president of the San Antonio Chamber of Commerce that unsophisticated farmers 
are imposed upon because there are no quotations on cotton, and tnerefore thev have 
no way of knowing the market value of the staple. When the cotton exchanges 
were in active operation the crop movement, statistics, and quotations of all the im- 
portant markets of the world were posted on blackboards and freely given to the 
public through the daily newspapers and otherwise. The cotton grower had no 
trouble whatsoever in keeping abreast of the cotton movement, the cotton in sight 
at the ports and at interior towns, the surplus carried over from the previous season, 
and the probable size of the current season's yield and demand for consumption. 
AU this information, whether gathered by statisticians of the Government bureau or 
by experts employed by the cotton exchanges themselves, was closely followed by 
the public, and the variations in conditions, by which market prices of spot cotton 
and contracts for future delivery were affected, was as much the public's as exchanges' . 
The ^^ futures" quotations indicated expert opinion and speculation as to probable 
supply and demand which, in the main, regulates the market depsite bull and bear 
movements which temporarily boost or depress the market to the benefit or hurt of 



AMEND SECTION 5 OF COTTON FUTURES ACT. 33 

the speculations, accordiDg to circumstances. It has been the opinion of operators 
in the cotton market, both buyers and sellers, as well as of some of the most prominent 
planters, that speculation is cotton futures gave a support to the spot market which 
was essential to the maintenance of spot quotations; and that the influence and effect 
of the exchanges, in reflecting conditions everywhere, at home and abroad, was to 
preserve the equilibrium of the markets and to keep the producer as well advised as 
to the market value of his product in New York, Liverpool, San Antonio, or elsewhere 
as were the traders and speculators. But the exchanges were charged with gambling, 
or encouraging gambling in cotton futures, and prohibitive legislation put the future 
dealers in Texas out of business. There are varying opinions as to whether that was 
wise legislation, and whether Texas cotton growers would now be selling their product 
for what they can get for it in a pinch, because there is no established market, if or- 
ganized marketing facilities were the same as heretofore and business institutions were 
left in business hands instead of being made the playthings of prejudice and politics. 

[Cotton and Cotton Oil News, Dallas, Sept. 7, 1914.] 

The closing of the futures market has certainly eliminated the speculator or 
* 'gambler," as some are pleased to term the trader in cotton futures. 

Some Congressmen and some agitators among southern cotton growers have long 
demanded that the speculator be eliminated. Well he has been eliminated, boots, 
breeches, and.all. The exchanges have been closed, another demand of said agitators . 

According to the claims and promises of these great reformers the southern cotton 
grower should now be reaping his profits. The mills would be buying direct from the 
farmers and paying the latter the big margins that erstwhile went to the exchanges 
and the gamblers, so-called. But what do we see? 

Even a blind man can see that the closing of the exchanges and the elimination of 
speculators have closed the cotton markets and have put the cotton grower entirely 
at the mercy of a few spot buyers for the mills. The cotton grower is forced to accept 
any price offered him. 

The cotton mills are also handicapped since they can not go into the open market 
and buy cotton for future delivery by putting up a margin of about $5 per bale in 
cash, one-tenth of the value of cotton. Now that he is required to pay cash this 
buying power is paralyzed and he only purchases one-tenth the quantity of cotton 
he was aole to buy when the exchanges were open and future trading possible. 

Under these conditions there is no wonder that cotton has declined and keeps 
declining. 

Our reformer friends among the farmers have simply been forced to take the physic 
they have been so long prescribing and it certainly should make them sick of silly 
leaders and quack nostrums. 

[Dallas Morning News, Sept. 9, 1914.] 

Wichita Falls, Tex., September 8, 1914- 
The directors of the chamber of commerce to-day telegraphed a request to the 
presidents of the New York and New Orleans Cotton Exchanges urging tnat steps be 
taken at once for reopening for business. The directors expressed the belief that- 
renewal of the speculative interests will result in higher prices for cotton. 

[Mobile (Ala.), Register, Sept. 9, 1914.] 

Referring to the action of the committees at New York in trying to effect a settle- 
ment of contracts made before the war, the cotton market report in the Mobile Register 
of September 9 says; **If a settlement of these contracts will open the way for the 
resumption of business by the exchanges it is "a consummation devoutly to be wished' ' 
as' ever since the exchange clo^d shippers, brokers, and manufacturers, as well as 
every one else in any way interested in cotton, have been all at sea as to what cotton 
is worth. The lack of a broad central market has resulted in an irr^ularity in prices 
such as the trade has never witnessed.'' (Reprinted from Pearaafis News Bureau, 
Sept. 12, 1914.) 

(Atlanta Constitution, Sept. 12, 1914.] 

The chamber of commerce committee on ways and means to meet the cotton situa- 
tion has taken steps to cut down the 1915 crop and materially improve the market for 
the present year's output. The committee also adopted a resolution urging the New 
.York, New Orleans, and Liverpool VxyiUm Exchanges to open ik> a definite market 
price may be fixed on spot cotton for th6 benefit of the immediate market, 
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[Cotton and Cotton OU News, Dallas, Sept. 28, 1914.] 

The banks will loan little money on cotton until the New York, New Orleans, and 
Liverpool exchanges reopen and put in active operations all their functions, thus 
establishing sopae known prices for cotton. We have the word of many bankers for 
this. 

[Textile Manufacturers' Journal, September, 1914.] 

In any event, it is only a wild speculation for mills to sell ahead without a cotton 
futures market on which to hedge. If spot cotton should go below 7 cents there is no 
indication of what it would sell at for four months off, and unless mills can buy their 
full supply of raw cotton to cover whatever futures business they should take, they 
might be caught with the cotton market against them later in the year. There is no 
doubt in the minds of dealers that the various movements that aim toward the holding 
or wider buying of cotton have shown direct results in the recent advance of IJ to 2 
cents per pound, but everywhere there is doubt cast upon the permanence of the new 
level. It is not remarkable that buyers doubt it because they are always bears, but 
dealers themselves doubt it. Ginnings are far below the normal now, which indicates 
the holding of a large volume of cotton, but whether the immense pickings of October 
and November can so be held is another matter. Spinners are, however, learning 
the economic value of the cotton exchange. When the exchange was being con- 
demned last spring dealers said: "Let them close the exchanges with their laws, 
and they will soon see how handicapped they are.'* The experience has been made 
and spinners realize how valuable is a futures hedge. (Reprinted from PearsaH's 
News Bureau, Sept. 28, 1914.) 

[New York Herald, Oct. 2, 1914.] 

Southern planters who in the past have been working for the abolition of the cotton 
exchange as mere instruments tor the cheapening of their product for the benefit of 
speculators have received an important lesson during the two months since these 
institutions were compelled to suspend operations. The importance of the stock 
exchanges in providing a perpetual market for securities and in fixing values through 
the open competition of buyers and sellers has been impressed upon the country 
during the protracted period of suspension.. 

[Pearsall's News Bureau, New York, Oct. 9, 1914.1 

Manchester, England, October 2. 

The Cotton Federation at Manchester have issued a circular to their members 
dealing with the negotiations between the cotton committee of the Federal and the 
directors of the Liverpool Cotton Association, and adds that the Federal committee 
in their consultations with the Liverpool directors were strongly advocating the 
reopening of the cotton market, being convinced that with the continued existence 
of artificial prices it would be unwise on the part of spinners to make any purchases 
of cotton except against actual bales of yarn, and that the continuance of artificial 
prices would make it imperative to entirely stop many more mills. The federation 
committee are doubtful whether the market will be reopened for some time yet, and 
urge that in the circumstances spinners should very carefully consider the position, in 
view of the difference between cotton prices in Liverpool and America. 

[New York Journal of Commerce, Oct. 5, 1914.) 

A special London cable to the New York Journal of Commerce this morning says: 
**The disorganized cotton position is gradually producing a grave position in the Lan- 
cashire cotton industry. Hence demands are becoming insistent that there should be 
a full, unrestricted resumption of business on the Liverpool Cotton Exchange. There 
is slight evidence thus far that spinners are bujdng (Urect from America. The situa- 
tion apparently is that spinners are loaded up with Liverpool contracts at high prices. 
They have hedged against these contracts in New York and New Orleans. On paper 
these hedges protect them fully against their severe losses on their home contracts. 
But owing to the closing down of business in America and the great financial risks 
incidental to covering American commitments under existing conditions cotton 
manufacturers and traders are not likely to actively cover their commitments on your . 
side until they have some relief from tneir losfies on Liverpool contracts." Reprinted 
from Pearsalls News Bureau, October 5, 1914. 
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[Boston Transcript, Oct. 6, 1914.] 

Memphis, October 6. 

The absence of a contract market for hedge purposes is having a somewhat serious 
effect on the situation. Many cotton men hold the opinion that conditions will grow 
worse so long as the exchanges are closed. Bankers do not care to make full loans on 
cotton when the holder has no means of protecting such cotton by sales of contracts aa 
hedges. One banker says that his institution would not loan a single dollar on cotton 
until the exchanges resumed and hedging was restored. Buyers are not allowed 
advances in the way of overdrafts unless they can show that the cotton for which they 
wish to pay has been sold. The banks want to be sure of immediate reimbursement 
if they are to put out their money for purchases of cotton. 

Cotton can not be sold to the mills for later delivery without hedging facilities. No 
buyer here is able to secure actual cotton an carry it until December or January even 
if he were willing to do so, because of financial conditions and because of the extreme 
risk involved. If the contract markets were open, however, many buyers would not 
hesitate to make sales for December or January shipment. Probably the people of 
the South never so fully realized the advantages oi exchanges as at present. Cer- 
tainly never before were they so anxious for the exchanges to be in operation. 

[National City Bank, New York, circular, October, 1914.] 

The National City Bank of New York, in its circular letter for October, says: "It 
must be evident now to many people who have doubted it heretofore that the cotton 
exchanges have had a useful part in marketing cotton. When the exchanges were 
open there was a broad active market for cotton, conveniently open to everybody; the 
whole world could trade in it and the price represented tne consensus of opinion. 
There was a standard price closely followed in tne local markets, and it was possible 
for local buyers by selling futures against their daily purchases to do a safe business on 
a much' smaller margin than they must have to carry the risks of the market. More 
people were interested in cotton, more capital was available for handling it, and there 
was more competition for cotton than is possible without the facilities which the 
exchanges afford. It is, therefore, highly desirable that the exchanges be reopened 
to full operations as soon as practicable.'* Reprinted from PearsalFs News Bureau, 
October 8, 1914. 

[Gov. O'Neal's address, Alabama State Exposition.] 

In his opening address at the grounds of the Alabama State Exposition, at Mont- 
gomery, Monday afternoon, Gov. O'Neal, of Alabama, declared, "The greed and 
avarice of the spinners of New England is directly responsible for the present condi- 
tion in the cotton-growing States.' He chained that the closing of their spindles at 
this time was merely for the purpose of creating panic prices for cott>on in order that 
they might step into the market at the psychological moment and buy up their sup- 
ply for this ana next year at panic prices. 

Gov. O'Neal also said: "There is another thing that must be overcome in the minds 
of the general public. The people believe that cotton exchanges are merely gambling 
devices and gambling machines. That is not true. Cotton exchanges are absolutely 
necessary for the salvation of the cotton crops from year to year, and they and their 
existence are the salvation of the cotton planter. The teachii^ that cotton exchanges 
are gambling devices is wrong; we must recc^ize the vast importance they are to 
the cotton grower and encourage their reopening throughout the country." Repro- 
duced from Pearsall's News Bureau, October 15, 1914. 

P^ew York Son, Oct. 19, 1914.] 

As Mr. McAdoo says, "What cotton wants is a restored market." The direct road 
to a solution of the cotton problem lies through the repoening of the cotton exchanges, 
which will give both growers and spinners a future market to deal in, and the future 
market will offer the surest and safest way of caring for the 1914 surplus of cotton. 

The real cotton problem of the day is presented by whatever financial obstacles 
stand in the way of a reopening of tne cotton exchanj^es, and to remove them calls 
for an infinitesimal effort m comparison with the prodigious undertaking denoted in 
preposterous valorization devices. 

TTie reopening of the exchanges will conserve all ec|uities, not of the cotton grower 
alone, but of the spinner, the cotton ^oods merchant, and the retail buyer^ in a manner 
impossible by all of the other devious methods proposed, for the world will then 
have again a natural cotton market regulated by economic law. 
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(New York Sun, Oct. 19, 1914.) 

As a scheme for eolviDg the problem presented by the situation in cotton, the 
b anking pool can best be made to serve economic ends in connection with the reopen- 
ing of the cotton exchanges, which should be hastened in order that there may oe.a 
resumption of those dealings in futures which will absorb the 1914 cotton surplus in 
a legitimate way. 

(New York Journal of Commerce, Oct. 22, 191 l.J 

The inability of mills and their selling agents to hedge on cotton is preventing 
the closing of some contrcats for cloths to be delivered from the 1st of January forward. 
There is now no difference between intending buyers and sellers on the score of prices 
where contracts are involved and have been talked of during the coming week, but 
neither agents nor mills are in a position where they can cover sales of cloths ^dth 
purchases of cotton unless actual cash is paid. The demand for ^oods is generally 
fitful, and traders are awaiting some firmer ground in finished goods. 

[Textile Manufacturers' Journal, Oct. 24, 1914.] 

The opening of the cotton exchange, it is believed, will exert a bullish influence on 
raw cotton, as there is bound to be a large amount of buying of hedges and for specula- 
tion. A futures market will afford mills a basis for contract work and will give ad- 
vance orders a safer standing. 

[Pearsall's News Bureau, New York, Oct. 27, 1914.) 

Selma, Ala., October 25. 

The business men of Selma who are engaged in the cotton business and the other 
residents and business men of the city who have felt the effects of the general depres- 
sion because of the European war, were somewhat elated by a telegram which was 
posted on the board of the local cotton exchange this morning and which was to the 
effect that there was a possibility that the New York Cotton Exchange would resume 
business during the early part of November. With the opening of the New York 
Cotton Exchange there will follow the opening of the New Orleans Cotton Exchange 
with stable quotations, and it is believed that the cotton business will soon assume 
normal proportions. 

(New Orleans Times-T icayune, Nov. 14, 1?14.] 

With the cotton exclianges reopened for future trading the speculative public will be 
able to deal ip the commodity and the producer will no longer be at the spinner's 
mercy. That the crop of 1914 is a very large one — ^the largest perhaps ever known — 
is a matter of common knowledge. It follows that several million bales must be carried 
till a short crop, or greatly improved trgide, creates an imperative demand for the pres- 
ent surplus. That either one condition, or both, will arise sooner or later is absolutely 
certain, unless all human experience is delusory. Even if 5,000,000 bales should have 
to be impounded in tl-is way, the task would' not prove difficult with the vast specula- 
tive pubUc to help. With cotton readily salable, hankers will not hesitate to lend and 
the problem which was recently so acute will solve itself. It remains for the farmer 
to do his part. Speculation might carry the entire crop at a price, but at only a price 
low enough to bankrupt every son of the soil. The reopening of the exchanges does not 
necessarily mean that the price will rise but only that there will henceforth be two 
possible buyers for each bale. The lesson has been frightfully expensive to be sure, 
out lasting wisdom is not acquired "on the cheap." 

Shreveport (La.) Times, Nov. 14, 1914.] 

One thing is certain, the futures markets will open with the people of this country 
in general holding a better opinion of their value and their economic worth more than 
has ever been entertained before. To put it in the mildest terms possible, the carrying 
on of the cotton trade during the last three months and a half without the aid of the large 
cotton exchanges and their future rings and what used to be called ''paper" cotton 
has not been a satisfactory experience at all to everyone concerned. The attitude of 
the farmers has undergone such a complete change that at one of the most important 
of their gatherings they passed resolutions calling upon the exchanges to reopen as 
soon as possible. In Congress there now appears to be almost a unanimous desire to 
build up the future trade rather than destroy it and to attempt to destroy the cotton 
future markets used to be the favorite performance of statesmen and near statesmen 
when they thought it necessary to play to the galleries. President Wilson even went 
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so far, a short time ago, as to express his wish that the cotton exchanges should re- 
open as soon as possible. Future trading is apparently entering upon a now phase of 
it existence. 

[Atlanta Journal, Nov. 15, 1914.] 

The opening of the cotton exchanges to-morrow at New York, New Orleans, and Liver- 
pool will be welcomed by all departments of the cotton trade. Aside from certain 
abuses attendant upon them the cotton exchanges perform a distinct service for seller 
and buyer. How grccit this service is was fully realized while the exchanges were 
closed. Then no one knew what cotton was worth. The price differed at times, even 
in neighboring communities. The exchanges, however, with daily quotations serve 
to fix a world price upon which everyone may proceed to the transaction of business 
with all certainty. It may be that the first result of the opening to-morrow will be a 
decline in price, but if so we are confident that it will not be for long. In fact it 
is probable the hope of a substantial and maintained rise in the price of cotton just 
now lies in the trading activity that will take place upon tl^e exchanges. Tl ese 
institutions soon to pass under tie control of the, new cotton futures law enacted by 
Congress for the purpose of eliminating all gambling features connected with them^, 
seem, when this has been accomplished, destined to enter an era of still greater use- 
fulness to the business of tlie world. 

[New York Commercial, Nov. 10, 1914.] 

Further low offers oa print cloths aid gray goods failed to result in sales on Saturday, 
as the mills are waiting further developments this week when the cotton exchange 
opens up. 

[Ne V York Journal of Commerce, Nov. 15, 19H.] 

Leading foreign exchange authorities are counting on a large increase in the offering 
of bills. This refers particularly to cotton, as it is pointed out that the opening of the 
cotton exchange to-day will pave the way for extensive exports of the staple to Liver- 
pool. * * * Automatically the gold pool is put out of V)usiaess by the exchange 
operations of the week. The first call of $25,000,000 has only been used in part, a!xd 
the syndicate has a balance in London, exchange against which can only be drawn at 
a loss. The improvement in the cotton market will probably make the $135,000,000 
cotton pool also ineffective. The fact that these two pools, representing $235,000,000 
to help the exchange and cotton situation will not be needed, forms in itself conclusive 
evidence of the remarkable improvement that has taken place. 

[Mo'jile Register, Nov. 17, 1914.] 

With the cotton exchanges open again for general trading, with the 12 Federal re- 
serve banks announced as ready for business, and with the Chicago stock yards clean 
and again at work, there ought to be encouragement enough for all in the happenings of 
yesterday, November 16. Interest centered, of course, in the New York and New 
Orleans exchanges and there was great relief felt when the market started out iu 
something like a feeling of having no support, rallied and settled to a basis in a short- 
half hour. Of course, no one can predict the future with certainty, but apparently 
the crucial moment was at the beginning: and we shall see a steady forward move- 
ment from now on. Cotton having hit its gate, so to speak, trailing in legitimate linef 
will become general. We shall not be surprised to find the mills of the country aJK- 
of England entering very liberally into the market; in which case the worst of the 
trouble of 1914 will be over. 

[Cotton and Cotton Oil Ke vs, Dallas, Nov. 16, mi.] 

For nearly 10 years the Cotton and (,V>tton Oil News has told the people of the 
South just what would happen if the cotton exchanges were ever ciosed by legisla- 
tion. What was predicted has happened by the European war closing the exchangee 
(except they have all been closed and the produceru' exchanges, the American ex- 
changes) have had an even break with the consumers' exchange -those of Europe. 

We do not wish to crow over the most abundant vindication of our policy, but 
rather to congratulate those who have heretofore di-jagreed with us upon their 
awakening: and more especially the cotton planter upon hi« prom'm* of a return to 
normal conditions by the opening of the t xchanges, which will guarantee to him a 
cotton market— 4ie can at least sell hi« cotton at some pric4» anywhere and every- 
where all the time. 

The operation of the cotton exchanges will furnish hc^ge facilities which will 
immediately make of cotton a cash asset readily convertible into money anywhere. 
The buyers who have heretofore fsince the exchang<^» i'iota^i) been able to buy only 
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as much as they had orders for, will now be able to buy all cotton in sight and protect 
themselves from a possible decline by selling futures against all cotton they may not 
have sold to the spinners, or vice versa, to protect that which they have sold but are 
short the actual cotton for delivery. 

Moreover, there is an insurance feature to the cotton futures not fully understood 
by the cotton trade — at least the farmer element of it. 

•» « « * « « •» 

Thus by a system of futures the cotton planter, the buyer, the spinner, and the 
speculator all bear the burden of the crop. The farmer has borne the burden of the 
market since July 31, and will always do so when from any means he is deprived of 
the market made by the operation of the cotton exchanges in the full exercise of all 
their functions, as well as the active speculation in cotton, which always gives strength 
to the market, if there is the least possible show for a bull market. 

We say, and without claim to that which does not belong to us, that this paper 
has been more instrumental in the American people realizing the value of the cotton 
and grain exchanges than any other paper we have ever seen. The three and a half 
months stagnant cotton marl^et as the result of closed exchanges has been the moet 
convincing proof and support of our contention. . 

(New York Journal of Commerce, Nov. 18, 1914.] 

All things considered, the result of the reopening of the cotton exchanges at Liver- 
pool, New York, and New Orleans was quite as satisfactory as could be expected. 
There was no excited action and no serious financial embarrassment to the dealers. 
This was largely due here to the arrangement made b}^ the conference committee 
through the organization of the Cotton Trading Corporation to take over the burden 
of conmnitments made before the closing by means of advances from certain banks 
and trust companies. 

« * « « « * « 

That the opening was accomplished with such hearty cooperation of all concerned, 
with a view to sustaining and steadying the market and avoiding all confusion or 
excitement, is in itself gratifying and hopeful. 

One thing to be expected is a better understanding and more favorable opinion of 
the function of the exchanges and the manner in whicn they are conducted, especially 
that in New York. The utility of their service to the planting interest as well as 
that of the traders and manufacturers may be said to be fairly demonstrated, but the 
situation was exceptional and forbade any of the speculative vagaries which in. times 
past have discredited the exchange operations, though they were only incidental 
and occasional in its operation. The experience during a period of agitation for reform 
and in meeting the present crisis, is calculated also to establish a better standard and 
have a permanent salutary effect. 

The tentative adoption of the Government standard for some of the contracts, 
while retaining the old form for others, will prepare the way for a more cheerful 
acceptance of the former as it becomes obligatory to avoid the crushing tax where it 
is not complied with. This opening after so much trial and adversity may mark a 
new and happier era for the exchanges, freed from the obloquy of a gambling propen- 
sity assumed to be a ruling passion. 

[New York Herald, Nov. 24, 1914.1 

The New York Herald this morning quotes a number of newspapers on the reopen- 
ing of the cotton exchanges as follows: 

Baltimore News: The calm which attended the resumption of business on the cotton 
exchanges was a tribute to the careful preparations made by the exchange authorities, 
aided by financial interests. 

Philadelphia Evening Ledger: The New York Exchange resumed business with 
the market low but not demoralized. And the news dispatches have begun to tell 
of mills reopened instead of mills closed. 

Savannah News: The exchanges reopen upon a changed order of things, and it is 
hoped will aid in reestablishing order and confidence. 

Atlanta Constitution: Farmers are seeing that their own self interests lies in selling 
cotton and paying debts. Cotton is oiling all the wheels. Whatever mistakes were 
made will soon be obliterated. 

Houston Post: The New York Cotton Exchange would be wise to remain on its 
good behavior at this time if it values its future existence. 

Rochester Democrat and Chronicle: In a sense the slump in the great southern 
product may be of benefit, for it emphasizes the folly of confining agriculture activities 
to a single crop. 



AMEND SECTION 5 OF COTTON FUTURES ACT. 39 

Minneapolis Journal: Exchanges that deal in commodities are clearly shown by 
the test of the crisis to be a lawful and helpful facility of trade and a regulator of prices. 

Legitimate speculation in grain and cotton is helping the farmers at the present 
time. It is certain that the demand for grain will be good for at least a year, but the 
entire production can not be assimilated in half a year. The farmers must turn their 
crops into cash and only legitimate speculation can provide a ready market for it 
well in advance of actual consumption. This applies even more strongly to cotton 
because practically all the cotton m the world is grown in the Northern Hemisphere 
and reaches the market at the same time. If the farmers were able to hold their 
crops they would become speculators to that extent, so speculation can never be 
eliminated. When a farmer plants a crop he speculates in a legitimate way, but it 
is speculation just the same. 

When legitimate speculation is interrupted, as it has been by this war, it is hard to 
sell cotton in primary markets. Spinners will not buy freely when they can not 
hedge. Hedge sales by spinners must be matched by speculative buying. When 
speculation is not active enough on the buying sid6, hedge selling by spinners and 
Southern spot buyers tends to work the price down to a lower level, yet all acknowl- 
edge that such hedge selling is both legitimate and necessary. Only in this* way 
can the trade take the cotton off the hands of the farmers in'the first half of the crop 
year. 

Withour speculation on cotton exchanges spinners would make the farmers carry 
their own cotton or sell it at fearful sacrifices early in the season. The spinner must 
insure himself against loss. He can not take chances because the banks will not 
finance his operations without every possible insurance. If he could not hedge he 
would have to charge more for yam and pay less for raw cotton, which would be bad 
for both farmers and consumers of cotton goods. 

When the cotton exchanges resumed business cotton fluctuated erratically and thus 
went up. The whole trade had been disorganized for three months and cotton had 
sold for less than 6 cents a pound in southern primary markets. The crop has 
turned out far bigger than was expected when the pnce was below 6 cents, but 
the market is now strong and the crop is moving freely because the trade has got back 
into its accustomed diannels as far as a state of war will permit. The cotton growers 
can now realize the value to them of legitimate speculation, which is taking care of 
the crop well in advance of actual consumption. 

Senator Ransdell. I would ask that they all go in, to make this record complete. 
It is a very important subject. 

Senator Keyes. One thing I would like to ask. I am very much interested in 
your statement in regard to the situation, and realize that you have had a wide experi- 
ence in the cotton industry. 

There is pending before the Conmiittee on Agriculture another bill which concerns 
cotton, and I don't know whether you care to express an opinion on it or not, but as a 
cotton man I would be very glad indeed to get your views, if you care to state them. 
I am referring to a bill introduced in the Senate by Mr. Lada, the purpose of which 
is the stabilization of the prices of certain agricultural products. The bill mentions 
wheat, shelled corn, raw cotton, and raw wool, and the price fixed in the bill to be 
established is 18 cents per pound for raw cotton,, middling spot at New Orleans. 

I don't know whether that is a subject you care to touch on or not. I know it is 
outside of this hearing, but if you care to do so I would like you to express your views 
on that bill. 

Mr. Norman. I have very strong convictions in regard to that. 

Senator Keyes. If you have convictions, tell us just briefly whether you think 
that is feasible for the country or for the South. I should be very glad to nave your 
convictions. 

Mr. Norman. Well, I think it is unfair. While I am in favor of seeing cotton as 
high as possible, and making the South as prosperous as possible, it is unfair to the other 
parts of the country that cotton should be given special treatment. If you should 
attempt to stabilize the price of cotton, other people would probably want it for srain, 
and if you did it for grain they would want it for com or wheat and, we will say, hides 
or rice; and the United States Steel Corporation, if it was not making 7 per cent on its 
investment, would want it for steel, ana they would be entitled to it as much as the 
cotton farmer. And then I suppose you would have the price of labor to fix. In 
other words, we might all just as well go out of business ana let the Government run 
everything. That is all I have to say about that. 

Senator Keyes. All right. We thank you. 
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0TATE1CEHT OF KB. OEOBGE A. UBVT, I^IVINGSTOK, GliOVSB & 

CO., SAVANNAH, GA. 

Senator Ran'sdell. Please give your name and your residence and bu8ine3s, and 
whom you represent. 

Mr. Levy. George A. Le\y. I am a partner in the firm of Livingston, Glover 
A ("o. They are cotton exporters — LiWngston, Glover & Co. 

Senator Ransdell. And what is your residence? 

Mr. Levy. Savannah, Ga. I am also a partner in the Savannah Cotton Factorage 
Co., who are cotton factors and, as such, advance mcmey to the producers of cotton, 
which we handle on a strictly commission basis. 

My statement will be very brief. You can talk on this legislation for months, I 
think, but we hope 

Senator Ransdell. Go ahead in your own way. 

Mr. Levy. I am a member of the Savannah Cotton Exchange, which is a spot 
exchange. We have no futures department. We object to Senator Dial's bill. 

Senator Ransdell. And 1 suppose the Caraway bill, which destroys all cotton 
exchanges. 

Mr. Levy. Yes; but 'particularly to the Dial bill on the ground that it confuses 
spot transactions with future transactions. They are abeolutelv and entirely sep- 
arate. The hedges or future markets are used as temporary hedges for transactions 
to reduce the liability of lose, and when we enter into them, buyers and sellers— 
and we are both — we have no idea of dealing in the actual sj)ot cotton in New York 
or in the exchange in which we trade, but simply as a protection to us in the trade 
we are then makmg, whether buying or selling. 

Senator Ransdell. Using the word 'hedging" in the sense of insurance? 

Mr. Levy. Insurance. And any contract that fluctuates m sympathy with the 
actual cotton is satisfactory to us, whether it is basis middling or basis anything. 
if it fluctuate in sympathy with the actual cotton, it is 8atisfactor>' to the cotton 
merchant. No more satisfactory contracts can hardly be drawn than the present 
contracts we are using, as we see it . We sell the actual cotton to the spinners of cotton, 
and through our experience we have learned which spinners use the various grades 
of cotton. The producer of cotton does not know that. Therefore when he comes 
to us with a thousand bales of cotton of all grades and staples, we can buy that cotton 
and temjwrarily hedge it — sell futures against it. We may never intend to deliver 
that particular cotton on contract. We get the thousand bales of cotton in, class it, 
find out how much of each grade and staple there is, and put it before the spinners 
whom we know use these various grades and staples, and sell it to them, and then 
we buy in our futures, and the transaction is completed, and we deliver no cotton 
on future contracts. 

Senator Ransdell. So in that transaction, where you actually handle a thousand 
bales of cotton for quite a number of farmers who have produced it, you find it nec- 
essary, perhaps, to buy and sell several thousand bales m the futures market? 

Mr. Levy. Certainly. 

Senator Ransdell. Using it every time as insurance? 

Mr. Levy. And the spinner has done exactly the reverse in covering his sale of 
cotton. Now, if we did not have some protection to which we could resort it would 
be necessary for the cotton crop to sell in a very short period of time. It would be 
rushed to market, sold, and gotten out of the way. The spinners would have to 
come in and buy the cotton while it was made. 

Senator Ransdell. For what it would bring? 

Mr. Levy. They could not sell goods out and buy cotton for next October delivery, 
next June or July delivery. They would have to get in and buy while it was selling. 
Therefore the farmers would have to rush it onto the market and sell it in short periods 
of time. 

Senator Keyeb. And that would cover how long a period? Three months or so? 

Mr. Levy. Three or four or five months. 

Senator Ransdell. Against 12 months, as it now is? 

Mr. Levy. Yes, sir. 

Senator Ransdell. With the assistance of the exchange and this power to insure? 

Mr. Levy. Yes. If it is an effort to artificially affect prices, it should be objected 
to by every interest. 

Senator Ransdell. You mean if this bill is passed? 

Mr. Levy. Yes; if it is an effort to influence prices artificially. S'enator Dial says 
there is no doubt but what it would increase the price of cotton. We think the law 
of supply and demand will always tate care of that, regardless of any coutract. 
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The Senator also eavs that because the seller has the option in theee contracts of 
determining what grades will be delivered, the buyer will only buy these contracts 
at a reduction, at a bargain, because the seller absolutely determines what grades 
are to be delivered. Then if there are over 100,000,0C0 bales bought in a year, why 
should the buyers demand delivery of no more than about 100,000 bales of that cotton 
if it is bought at such a bargain? You can see on the face of it it is not a bargain. 

Senator Ransdell. Mr. Levy, the reason why there are so many bales dealt in, 
apparently, is because in your transactions you are obliged to uee this as an insurance. 

Mr. Levy. And temporarily. 

Senator Ransdell. And temporarily. So if there are actually, let us say, 15,000,000 
bales of spot cotton produced in the whole South, there might be 100,C00 tales dealt 
in on future exchanges, when there was only 15,000,000 bales of spot? 

Mr. Levy. Yes. 

Senator Ransdell. Using it again and again and again for insurance. That is cor- 
rect, is it not? 

Mr. Levy. That is correct, yes, sir. . 

Under the operation of the present law it is supervised by the Department of Agri- 
culture, who are very watchful in the interest of the farmers and of fair play, and the 
differences used in the New York exchange contract are absolutely without the con- 
trol of the New York Cotton Exchange. They have absolutely nothing to do with 
those differences. 

Senator Hansdell. Who determines- these difference's? 

Mr. Levy. Those differences are the average differences used in the principal spot 
markets of the South. And these spot markets are controlled by southerners. 

Senator Ransdell. And the Agricultural Department of the Government ascertains 
those differences and announces them? 

Mr. Levy. And announces them and supervises them to see that they are always 
fair, and when one marker gets out of tune with the other, a representative of the 
Department of Agriculture will soon be on hand to find out why, and to make an effort 
to correct it. 

Senator Ransdell. Then it would be very difficult, in the practical working, Mr. 
Levy, for the New York Exchange or the New Orleans Exchange to do anything 
wrong if it so desires? 

Mr. liEVY. Absolutely. 

Senator Ransdell. Because of the supervision which it is under all the time, not 
only by the trade, but by the Department of Agriculture? 

Mr. Levy. The Department of Ajrricultiire. If we sell futures for delivery next 
October, we do not know what the differences will be. We know that they will be the 
average differences found in the principal spot markets in the South. 

Senator Ransdell. By differences you mean the differences in value between the 
10 grades of cotton, some being above basis middling, and some being below basis 
middling? 

Mr. Levy. Correct; I think that is the whole thing. 

Senator Ransdell. May I ask you just this question: 

In brief, now, does the cotton exchange perform a valuable function, and so much so 
that it ousrht to be continued in existence, or could you very well afford to legislate 
it out of existence — destroy it? What is your judgment about that? What would you 
say about that? 

Mr. Levy. Personally, as a member of a firm which tries to do a conservative busi- 
ness, we prefer the protection of the cotton exchanges, as we can handle our business 
on a safe and conservative basis at a reasonable margin of profit. Without the pro- 
tection of the cotton exchanges we would be obliged to ask a wider margin of profit 
to protect ourselves. 

Senator Ransdell. You mean by that that you can give the producer a better 
price for his cotton now than you could if there were no exchange? 

Mr. Levy. That is ri<2:ht. . 

Senator Ransdell. Then instead of thi& being a gambling institution, I take it from 
what you say that it is a conservative institution? 

Mr. Levy. Very conservative. 

Senator Ransdell. It stabilizes business rather than destroys it? 

Mr. Levy. Absolutely. 

Senator Keyes. Could you offer any suggestion in any way of any means by which 
Congress could bring about a more fair marketing situation than the present, and 
especially having in mind the interests of the grower? 

Mr. Levy. I can not think of any, Mr. Chairman. I am familiar with the working 
of the cotton exchanges to some extent, as we use them, and they are marked with the 
efforts of safe, sane, and very conservative business men. 
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Senator Keyeb. In your opinion would the grower gain anything by the passage of 
this proposed legislation? 

Mr. Levy. He would lose. 

Senator Keyes. In your opinion he would lose? 

Mr. Levy. He would lose, in that it would handicap the class of merchants who now 
can handle his product on a safe and sane basis. It would make it necessary for them 
to speculate and to charge for that speculation on a larger margin of profit, to protect 
themselves. The crux of the whole situation is that the spot element is being forced 
into the futures element, and they are as separate things as day and night. 

Senator Keyes. Is that all, Senator? 

Senator Ransdell. Yes. 

The next witness is Mr. West. 

STATEMENT OF MR. S. Y. WEST, LITTLB BOCK, ABK. 

Senator Ransdell. Will you please give your name, Mr. West, your residence, and 
your business? 

Mr. West. S. Y. West, cotton buyer and exporter, speaking for myself and the 
Little Rock Cotton Exchange and the Arkansas Cotton Trade Association, not a mem- 
ber of any futures exchange. 

I have very little to add to the wisdom of these gentlemen who have been speaking 
here this morning; but, boiled down very briefly, the thing looks to me like it comes 
to this: A number of years ago, before we had marine insurance, people who shipped 
stuff around the world had to make much larger profits than they do to-day, when we 
can, for a very small premium, have our marine risks insured. The cotton people, 
under the present svstem^ have price insurance, and it would be much better if these 
exchano^es were called price insurance associations, as Lloyd's is called an insurance, 
than if they were really called futures. 

Senator Ransdell. They are really price insurance? 

Mr. West. They are really price insurance associations. They are not themselves 
companies. It is simply a place for people to meet. 

Senator Ransdell. It is very much like Lloyd's in that respect, is it not? 

Mr. West. Yes; it is, exactly. Lloyd's is not an incorporation, as an insurance 
company is in this country at all. It is just a meeting place where these underwriters 
get together, this terrible speculating that we hear so much about. We have under- 
writers of marine risk, underwriters of fire, underwriters of credit insurance, under- 
writers of all sorts of insurance. They are speculators, if you please. That is just 
exactly what they are, speculators, as much so as in the cotton business. In the cot- 
ton business there is a price underwriter. He bets it is going up or down, just like if I 
have insured a home in Little Rock, the insurance company will bet me a hundred 
dollars to two that it will not bum up this year. That is all it amounts to. 

Any changes, as we know, upset confidence. I am from a farm State. The exchange 
that I represent there, of which I happen to have been president, 60 per cent of its 
membership are farmers, and we do not know a lot about the technical side of these 
thins:s, but we do know this. We know what happened to us there in our State. I am 
also interested in a little bank. Futures went up very hisfh in 1919 and 1920, during 
the winter of 1920, and then the next fall they were very cheap, and still kept getting 
cheaper. The man who had taken price insurance— and they were forced to do it in 
my town of Little Rock, because the banks would not loan them anv money — ^was able 
to pay off his bank, and there was not a dollar lo&t by a bank in Little Rock on a cotton 
man. In other sections of Arkansas, where they are not quite so conservative, cotton 
shippers and merchants, the banks do not understand the economic functions of the 
futures, they did, or lots of them, and I will say they are in a poor condition. I don't 
mean that any of the banks are going to bust down there, but they are not flourishing 
with money. 

Here is a buyer and here is a seller. Their interests are diametrically opposed. 
They have got very little in common. The buyer wishes to buy as cheaply as pos- 
sible always, and the seller wishes to sell at the highest price obtainable all the time. 

Senator Ransdell. And the ultimate buyer in this country is the spinner? 

Mr. West. Yes, sir; he is the spinner. I am a buyer this minute and a seller the 
next. I am one of those horrible middlemen, and maybe I should be eliminated, 
and I will be whenever there is a cheaper way of handling the cotton crop than the 
present one; I will go by the board, and ought to go by the board. The 'spinners, 
being much wealthier men, commanding much greater credit than any conceivable 
combination of farmers that I can think of, if we have no futures markets, the spinners 
could get together and make a combination of credits and would not pay very much 
for the commodity which they were trying to buy, because the speculator would not 
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be in there. Maybe some man in India believes cotton is sellin^: too cheap in the 
United States and he bays a lot of cotton here. That helps to stabilize the price. It 
helps the spinner, because it gives the farmer enough money so that he won't starve 
to aeath. 

Senator Ransdell. Suppose the spinners were the only buyers, Mr. West, and they 
chose to get out of the market for a few weeks. What would happen then? 

Mr. West. It would be just like it was in 1914, There would be no bottom to it. 

Senator Ransdell. Just like some other agricultural commoilities — no bottom? 

Senator Ketes. Then, I understand your position to be that they are really a pro^ 
tection to the grower? 

Mr. West. Positively. 

Senator Ketes. It is a fact that they do not buy through the exchanges? 

Mr. West. I should say that 98 per cent of the spinners, w 99 per cent of them> 
never take up a bale through the exchange. Senator. The exchange is simply an 
insurance association. It is a body politic . The cotton exchanges do not make money 
at all, just like you might belong to a church or something of that kind. It is just a 
trading place. 

Senator Ransdell. The spinners do use the exchange as an insurance to hedge? 
When a spinner wants a thousand bales of spot cotton six months in advance, he will 
go on the exchange and buy a thousand bales of future cotton for the time? 

Mr. West. That is right. 

Senator Ransdell. To insure that he is going to get his spots at the price? 

Mr. West. Mr. Chairman, I did not mean that the spinners did not use the ex- 
changes as price insurance, but for the actual acquisition of their spot cotton which 
they spin they do not use it. 

Senator Ketes. Yes; that is what I uhderstood. 

Mr. West. That is the way I understood your question. 

Senator Dial's bill, the one that he withdrew, and the one that he now wishes 
I)assed, I believe that is the thing we are talking particularly to-day 

Senator Ketes. Yes; also a bill introduced by Mr. Caraway. 

Mr. West. Well, I was going to come to that too. 

Senator Dial's bill would have the same effect upon the marketing of cotton as if 
insurance companies with whom I have my fire insurance policies would say to me, 
"I will only insure certain qualities of your cotton against fire." Immediately my 
financial backers, my bankers, would want to know, ''Well, what part of that cotton 
is insured? That is the cotton that we want to loan money on. We won't loan you 
any money on this other cotton that you can not get fire insurance on.*' That is, the 
whole thin^ is a question of insurance. A great many people don't believe in insur-' 
ance. I think Senator Caraway does not believe in insurance. He told me that yes- 
terday afternoon, that he had practically no insurance. We are able to get this price 
insurance to handle cotton on about as close a profit as possible, 1) to 2 per cent, 
and out of that we have to pay everything. If I handle 50,000 bales of cotton in a 
year, at $2 a bale, and do $5,000,000 wor^ of business, if I make $50,000 a year on 
my business I am delighted and have done very well. People in the wholesale dry- 
goods business, wholesale jobbers and grocers who handle $5,000,000 worth of busi- 
ness, if they don't clear pretty near a million they feel like they have got a very 
hard deal. That is true in the State of Arkansas. I don't know about any place else. 
Without price insurance it would be impossible for us to do business on so small a 
margin. 

Senator Dial misunderstands the functions of the future exchanges, I believe. He 
wishes to force everybody to trade on a modified form of section 10 of the Smith- Lever 
bill. Now, I am from the country, and before the passage of this Smith-Lever bill 
I felt that people ill my position were at a very serious disadvantage many times. 
Under the present system I have jus^ as much protection as anybody. The Govern- 
ment functions in this matter just f^ in any other law, for the protection of the farmer, 
and the Smith-Lever bill is as much a protection for the farmer as for the cotton 
exchanges. 

Mr. Caraway wishes in his bill to eliminate the speculator. 

Senator Ransdell. That would destroy the exchanges? 

Mr. West. That would destroy the price underwriting feature of the cotton 
exchanges just as if you said to any insurance underwriter they could not any longer 
underwrite. To-day you get credit insurance from Lloyd's, ft costs you pretty big, 
but you can get it. In 12 months time they will guarantee the bank against loss 
under certain conditions. 

Then we are attacked about this 100.000,000 bales traded in when only 10,000,000 
bales are raised. You take the matter of fire insurance on that same numoer of bales, 
you will find it relatively about the same number as the 100,000,000 they speak of being 
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traded in on the future exchanges, because everv time I move a bale of cotton from 
one warehouse to another — buy it, for instance —when it is moved out of the warehouse 
that insurance policy is canceled out, and when it gets to my warehouse my policy 
covers it. When it gets to the depot mv policv is cancpled out, and another one ta'ce? 
effect when it gets on the railroad. Th"n, when it arrives at the compress at Little 
Rock the railroad policy is canceled out and the other policy takes effect at Little 
Rock. Then, when I sell that cotton, if it goes on th3 railroad a^ain I cancel my 
Little Rock insurance and another policy takes it up, and so on, and it is carried ri<;ht 
through. Each bale of cotton is inmrad. on an avera^?, a^ain^t fire, about six diff.?r- 
ent times. Th3re are 10,003,000 bales of cotton, and th9r3 are at least 60,000,000 
bales insured against fire. 

Senator Ransdell. That is a very interesting fact. I did not realize that, but I see 
the truth of it. . 

Mr. West. Mr. Chairman, you asked for suggestions that would better the situation. 

Senator Keyes. Yes. We would certainly be very glad to have them if you have 
any. 

Mr. West. No. I must frankly admit that I am not intelligent enough to offer any 
constructive suggestions on this subject unless it would be to increase the number of 
grades deliverable on a contract rather than to decrease them. That is the interest of 
my State, because we are pretty far north, and our growing season is short. Our 
cotton is generally of poorer grade than the rest of the people's, with the exception of 
western Tennessee, Missouri, and northern Mississippi, possibly. That is the only 
suggestion I could make of that nature. 

Another thing. We all know that uncertainty upsets confidence, and we have had 
this Smith-Lever bill as an excellent thing, Jjut this business of putting a law in that 
changes your price insurance policy over night is very destructive of confidence in 
values. I think one thing that is the matter with the markets now — it has been 
sluggish for six weeks or more — one thing is the fear on the part of a lot of us that some- 
thing drastic will be done in regard to futures, and our ability to get price insurance 
will be destroyed or so badly impaired that we won't be able to finance our business. 

The head of the Arkansas Bankers' Association, president of one of the biggest banks 
in that State, told me that if this law passes the^e was not a firm that would do business 
in Arkansas in the cotton business that his bank would be willing to loan more than 40 
per cent of the value of cotton or any other commodity which could not get price 
insurance which, in a very short time, would concentrate the cotton business into the 
hands of a very powerful, rich firm. People working way back in the woods, willing 
to work for a small profit, sort of keep the thing from getting into the hands of a very 
few people. 

Senator Ransdell. Mr. West, do you know of any very well defined sentiment in 
your State for the passage of this Caraway bill or the Dial bill? 

Mr. West. The only sentiment in my State is in opposition to both bills. I have 
heard no favorable expression about either. 

Senator Ransdell. But there is a decided opposition to them? * 

Mr. West. The very fact that I am here, sent here by my exchange to fight this 
thing. 

Senator Ransdell. Which is not a future exchange at all? 

Mr. West, Not at all. 

Senator Ransdell. And you are not a member of any future exchange? 

Mr. West. Not at all. There is only one man a member of our spot exchange in 
Little Rock, Ark., that is a member of any future exchange, and I think he is the 
only member of anv future exchange in the State of Arkansas. 

Senator Keyes. Se is a member, as I understand it, as an individual? 

Mr. West. As an individual; yes, sir. 

Senator Keyes. Not representing your exchange? 

Mr. West. Not representing our exchange at alK Now, as I told you, 60 per cent 
of our membership ar^ farmers. 

Senator Ransdell. That is, cotton farme.s, men who produce cotton themselves? 

Mr. West. Yes, siree 

Senitor Keyes. Mr. West, do you agree with the previous witness that the passage 
of the proposed legislation, insteaii of benefiting the grower, would actually injure him? 

Mr. West. Yes, sir. I think he would be very much in the same predicament that 
he was iii 1914, when there was no futures market. With price insurance I am ready 
to buy cotton every day at a pretty fair value, based on that price insurance, and 
>?vithout it I could not. . 

Senator Ransdell. And there are a great many other people in your position, sir, 
ready to buy cotton every day, thereby furnishing buyers for the commodity? 

Mr. West. Yes, sir. 
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Senator Raxsdell. And without these exchanges you would not be buying? 

Mr. West. I would not. 

Senator Ransdell. So there would be no people in the market purchasing the 
commodity, and without purchasers it would naturally go down, wouldn't it? 

Mr. West. Yes, sir. I agree thoroughly with the other witnesses in that respect. 
I think it is much better for the farmer. Jle gets a better piice. He can market and 
does market, I believe, 60 or 75 per cent of his cotton in a very few months out of the 
yeai . The mills do not buy anything like that amount of cotton from the f aimer at 
that time. Somebody must take up that slack. They must carry that stock of cot- 
ton just as a wholesaler carries a stock of dr>' goods, or w'hatever business he may be in. 
The reason he carries it is becaues he is convenient to the market, for his retailers to 
come in and buy from him. The farmer is selling from 60 to 70 per cent of his product 
in 90 days, and the world is using 1,000 per cent, or about 100 per cent of his product 
in 12 months. You can readily see what would happen to him without a lot of people 
taking up that slack in that time. 

Senator Keyes. Is there anythicg more, Senator Ransdell? 

Senator Ransdell. No more from this witness. I have one or two more wit- 
nesses. Are you willing to go on? 

Senator Keyes. Yes; for a while. 

Senator Ransdell. I now wish to produce Mr. Evans, of Houston, Tex. 

STATEMENT OF MB. JOSEPH W. EVANS, BEPBESENTING THE 
HOUSTON COTTON EXCHANGE, HOUSTON, TEX. 

Senator Ransdell. Please state your full name and your business. 

Mr. Evans. Joseph W. Evans, representing, or at least the accredited represent- 
ative of the Houston Cotton Exchange, which, Senator, is the largest spot cotton 
market in the world, I believe, and also representing the Texas Cotton Association, 
which comprises practically if not absolutely every merchant of standing — that is, 
cotton merchant and exporter — in the State of Texas. 

Senator Ransdell. You have been president of that association, have you not, 
for some years? 

Mr. Evans. Yes, sir; for one year. 

Senator Ransdell, When were you president? 

Mr. Evans. I was president three years ago. I was president of the Houston 
Cotton Exchange for two years. 

Senator Ransdell. But you were president of the Texas Cotton Association, 
which reaches out much further than your Houston exchange? 

Mr. Evans. Oh, yes. 

Senator Keyes. In your association do you include the membership of the Gal- 
veston Cotton Exchange? I have had some letters from them. 

Mr. Evans. In our association we include practically every dealer in the State 
of Texas. That takes in the membership of Dallas, Fort Worth, and Galveston, and 
any reputable accredited cotton man. They have to pass a pretty rigid examina- 
tion to get in there because we are rather proud of our organization and a little bit 
jealous of its reputation. Every member of that association carries on his letterheads 
' ' Member of the Texas Cotton Association. " I simply state that to show you that they 
value their membership. 

Senator Ransdell. What percentage of the cotton of the United States, normally, 
do you produce in Texas? 

Mr. Evans. I should say 28 or 30 per cent. We used to say a third. This year, 
which is perhaps a good illustration, Tey^ will raise 2,200,CCO hales. The crop in the 
United States is 81. I will. have to dispute with the Government on that. The 
Government said 83. Their first guess was 6^. 

Senator Ransdell. So your percentage is really below the normal this year? 

Mr. Evans. That would work out about that. It would work out something over 
a quarter and something less than a third. 

Senator Keyes. The Government has not, as a matter of fact, hit it very closely? 

Mr. Evans. We are in favor of giving them another guess. They have had three or 
four, and I say, "Let's give them another guess." 

Gentlemen, I have talked at great length and had a very satisfactory discussion from 
my point of view, with the House committee, and if may I say this, I did not talk to 
the southern men. There were two or three of them sitting there, but what surprised 
me and pleased me very much was the great interest that ('hairman Haugen and three 
or four other representatives outside of the cotton belt manifested in this thing, and I 
wondered, because I recognize that you gentlemen hear a lot of witnesses and must 
necessarily get pretty tired of this constant drill. 1 told them that I wanted to make 
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a few brief statements, and I went oti the stand for t^i ndnxites, azui stayed there an 
hour %nd a hall I apologized for it. 

I prescoae these witaesses that you have examined this morning have prAty well 
developed the situation. I am a cotton firmer, althoogh I may not look like one, and 
that is not my principal bosinese. But, being a cotton fianner^ I can realize the con- 
dition that the cotton farmer is in^ in my section of the country. We have got a 
number of drawbacks, and one is the ravages ol the boQ weevil. I am reminded oi a 
Negro that was &hrming down th^e on shares. The man went down there to look at 
his crop, and it was in pretty bad condition. The weevil had got in there and ravaged 
it, and he looked it ov^- and said, ''What in the h — ^ is the matt^ with this crop?*' 
He said, *'Bobb, the weevil done et up yoor half." The weevil has done et op my 
quarter. That is the statutory proportion which the owner of the land receives. 1 
think the weevil done et np my half. I have not had any revenue lew several years 
back, and have been at pretty big expense. 

Now, coming down to the bill, the technical side of this. I am sure, has been thor- 
oaghly developed. The only thing I want to say is that in my jad^nent the cotton 
producers — that is the man we are all concerned with — at present I don't believe 
that any good citizen, anj man of l^oad vision in the United States to-day does not 
realize that the farmer is in a bad plight, and if by legislation c»^ help of any kind his 
condition can be improved, I think all men of the right kind want that to be done. 
I think that is independent of creed or politics or an3rthing else. I believe that the 
fgmner, .by reason of this liquid and elastic cotton contract, gets for his piodiict many 
dollars p^ bale mc^e than he would if yoo had certain resfarictioDs or an abolition of 
the exchaz^e. 

If yoo were to take Senator Dial's bill, which I now undcistaiid has been changed 

aomewhat since yest«day . 

Senator Kbtes. Chaoged v^ry materially, 

Mr. Evans. If that contract w^e restricted in any form it would am^ply wfjrk out 
this way, that it would practically put the exdiiai^^ in the attitude of not being 
able to do any business except a restricted business between a cotton m^chant and 
a spinner, which in itself would not exceed, as the matter stands, less than half of it. 
I mean coosid^ai^y less than that. I imagine that 15 or 20 per cent is done between 
them. 

I have no brief for speculators, but I do say this^ that the speculator carries the 
burden to some extent all the time in any cranmodity. You can take a specific case. 
Last fall we began to realize that the growing crop was xery short. Cotton went up 
the first part €4 August, or somewhere in the very early part of September, 10 cents a 
pound, or |50 a bale. That never would have happened without the exchanges. 
Somebody might say, ^^ But it also goes down more than it should. '^ But it is i^ot the 
same situation, for this reason: If we put sunething up beyond its intrinsic value, 
put it up to a very high price, it may attract a little selHng, but then a man is selling 
something he has not got; but if we put it down below its intrinsic value, you atrract 
a lot of real investcnrs. For instance I have some friends up in Kentucky that never 
saw a bale of cotton, ol rather large means. They wrote me last summer. They said, 
"'We notice that cotton is down. What would you advise? We feel we oo^t to buy 
aoraie of it. What do you think about it? '^ 

I wrote back and said, '^In my judgment you can not lose much money, and you 
might make a good deal. " So my friends up there wired me. He was talking about 
futures. He wired me and said, ''Will you buy 500 bales?'' I sold it to him out of 
my own stock. That very thing happened. However, there is not the tendency 
to put something down that there is to put it up. So that you see the cotton futures 
really add to the price of cotton, in addition to the fact that it represents a ready 
market. 

Of course these other gentlemen, I am sure, touched on that 1914 condition, with 
which you are all thoroi^ly familiar. 

Senator Ransdell. Mr. West, if I may break in there, gave us a very interesting 
illustration ol the cotton exchange as an insurance association, compared with Lloyds; 
that it was used very largely for insurance. 

Mr. Evans. It is used absolutely for insurance, so far as we are concerned, and here 
is the reason that Senator Dial's idea is impractical,' from my standpoint as a cotton 
merchant. I buy cotton in this way, largely. I do not buy from many tiumeis. 
There are a few big planters who sell me their cotton, friends of mine, but generally 
speaking my business is all done' through country merchants, through the men who 
collect the cotton crop. They are the men who advance money on it. The small 
farmer, N^ro, comes into town Saturday and sells his one or two or three bales. 
Senator Kansdell. To this country merdhant from whom you buy? 
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Mr. Evans. To this country merchant. This country merchant I have known for 
years. You know what the confidential relationship is that exists there. They 
don't call me up. At the close of the market I send them a code telegram. If spots 
in Houston, Tex., are 16 cents, mjr limit to them generally is 154, landed at Houston, 
the difference is absorbed in the insurance and interest that I am out, because they 
draw on me, draft with bill of lading attached. I may buy 500 bales. Of course 
there have been days when I bought a thousand. But just say I buy 500 bales from 
15 different men in Texas. That will come to me in* the form of perhaps 20 or 30 
grades. Now, I can not afford to carry that and I immediately sell futures against 
that, either at the close of that day or the opening of the next, providing I have the 
spot transaction rounded out, and always we buy a great deal more cotton than we 
sell during the fall, as Mr. West explained just as he left the stand. If I am to sell 
a future contract which comprises two or three grades, where I am buyin? 20, as 
it is now, there is some of that cotton which is outlawed. But if I am to sell a future 
contract which represents two or three grades, whereas I have bought cotton of all 
grades, I simply would not be able to function. I can not do that, because when that 
buyer comes to me and says, "Well, Mr. Evans, you have sold me a hundred bales 
of cotton, and I want strict good middling," while Houston is the largest spot market 
in the United States, and their stock to-day is 300,000 bales, I will say that there is 
Dot on that market to-day 300 bales of strict good middling, and if that man has the 
privilege under this proposed measure of demanding 50 per cent or 25 per cent of 
strict good middlings he and I are going to come to an impasse, and I will have to 
default my contract, and he will have to take some legal measures. 

That is the extreme, because, as a matter of fact, whenever that contract was nar- 
rowed to where I have to enter into it on that basis, I would not go into it. What is 
the effect upon the farmer? That is what we want to consider. I. have not any par- 
ticular brief for the middlemen. They are able to take care of themselves. If they 
don't function economically I think they ought to be removed, and that applies to 
me as well as to any other trade. But what happens to the farmer. I am not able to 
sell futures as price insurance, as Mr. West so happily terms it. I can not handle his 
cotton on a margin of 50 cents a bale. I am not one of the largest dealers in the State, 
nor am I one of the smallest. I consider 75,000 bales a very good turnover. If I can 
handle 75,000 bales and make 50 cents a bale, I am simply tickled to death. In other 
words, I have taken a commodity that is worth |100 per bale. I have taken that and 
bought it from all parts of Texas, put it in running graoes, and staple — staple is the most 
important thing — and shipped that, and if I make 50 cents a bale at the end of the year 
I think I have done all right, and I do not believe any conmiodity ia handled on any 
narrower a margin than cotton, for this is actually true, that there is the freest, widest 
competition in the world. In Houston there must be thrity-odd exporters of cotton. 
Some of them are my most intimate friends, almost blood brothers. I have not as yet 
had one of those men say to me, **I wish you would stay out of a certain territory, 
because I buy up there. " I would think he was crazy. I would do that against 
my very best friends. So that the producer gets, all the time, it may not be the in- 
trinsic value, when we consider the relation of cotton to other commodities, but as far 
as price is concerned, the producer gets every dime that he could expect to get from 
the dealer, on account of tnis fierce competition. But if you limited them, I know I 
would handle a limited amount of cotton. Instead of carrying stock, as I have been 
doing, of ten or fifteen thousand bales, I would narrow it down to a thousand bales. 

Senator Ransdell. With what effect on the producer? 

Mi, Evans. Then I would buy the cotton at from $5 to $10 abale cheaper, relatively. 

Senator Ransdell. And the producer would lose that $5 to $10 a bale? 

Mr. Evans. Without a doubt. In other words, while there may be abuses of the 
system, as far as this economic function is concerned, it is undoubtedly sound. 

I want to add just this concrete illustration, if I may, and then I will answer any 
questions. 

Following this Cannes convention, %11 the world believed before the 1st of January 
we would begin to return to something near normal conditions. Following the break 
up of the Cannes convention, we changed our minds. Everything went down. 
Cotton was particularly affected, because cotton is the political barometer of the world. 
I can sit at my desk, and when there is a strike in England or a lockout in Germany, or 
some kind of labor difficulty in Italy, I know it, because the commercial welfare of all 
the countries of Europe is so much bound up in their cotton goods business. Well, 
anyhow, the market began going down. It went down quite a little. It found the 
lowest level that we have had since about August, with the result that these commission 
merchants had some cotton that they had to sell, or the shipper instructed them to 
sell. I bought some three thousand bales in the course of two or three days about 
that time. I bought that on a margin, which at no time would net me over 50 cents a 
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bale. I rather doubt if it nets that, because simultaneously when I stood in that 
factor's office — I went from his sample room to his office and onto my office and phoned 
the exchange and said in one caee, "Sell three Marches in New York at a certain 
price." I told him — I said, "I will buy your cotton if I get that price." I sat there 
six minutes, not longer, and closed the trade and walked out. That simply illustrates 
how these transactions can be made if we have a liquid market and an elastic contract 
which functions under that condition. 
Now, you were going to ask me a question. 

Senator Ransdell. 1 was going to ask you in a general way what in your judgment 
would be the effect of the passage of either this Caraway bill or either one of the Dial 
bills on the cotton producers, understand. 

Mr. Evans. I am afraid that the result of the passage of this Dial bill would be that 
the exhanges would cea?e to function except in a nominal way. The liquidity or 
flexibility of their market would be absolutely destroyed, with the result that they 
would hardly amount to anything. It would be just the same thing as closing them 
up for that matter, in which case the producers of cotton would be bound to receive 
many dollars a bale less for their commodity. It is impossible to express that. I can 
not say $10 a bale or $15, but I know that he would receive much less. 

Senator Ransdell. You believe, then, Mr. Evans, that the speculation being per- 
mitted through the exchange, together with the perfectly legitimate insurance features 
of the exchange, really give better prices to the producers of cotton? 
Mp. Evans. Oh, there is no question about that. 

Senator Ransdell. Enhancing the value instead of depreciating the value? 
Mr. Evans. It seems to me to be the most evident proposition in the world. 
Senator Ransdell. Do you know of any well-defined opinion in the State of Texas 
or anywhere that you are acquainted with in favor of these proposed bills? 

Mr. Evans. I will have to go back a little bit, gentlemen. Ours is essentially an 
agricultural State. That is aljout all we have. We have very few big cities, ana we 
have got this enormous empire whicK is entirely devoted to agriculture. Conse- 
quently the political aspect of the State is that of the men who till the soil. Every- 
thing is shaped on that. 

Prior to 1914 there was a well-defined hostility to all sorts of future exchanges in the 
State. The war disclosed in 1914 that you might be living in one county and some 
fellow would pay you 6 cents a pound for your cotton, which of course is a poverty 
basis, and across- the line, not more than 50 miles away some fellow would be paying 
5 cents. There was no market. 
Senator Ransdell. You mean after the cotton exchanges were closed? 
Mr. Evans. They were closed in 1914, at the beginning of the war. For three or 
four months they were closed up. The result was that before they opened the most 
prominent leaders in the farmers' unions and organizations of similar character came 
to Houston to see us and said, "Won't you use your influence to have those exchanges 
opened?" We told them of the difficulties under which we were working. "Well," 
they said, "they ought to open them all up for us." One man used that expression. 
So that from that day to this, so far as I know, those men who were leaders in the 
various agricultural organizations are all heartily in favor of future exchanges. 

Senator Ransdell. Just as a matter of history, stAte to us very briefly what hap- 
pened to cotton when the exchanges were closed, the New Orleans, New York, and 
Liverpool cotton exchanges, in 1914. 

Mr. Evans. Well, I think cotton had begun to sag on the end of the war, naturally, 
as every other commodity seemed to. It was selling at something like 12 J to 13 
cents, and prior to the closing of the exchanges had gotten to about 11 cents. They 
closed on July 31 or August 1, and for a week nobody did anything. Then they began 
to buy a little cotton at 6 cents. 
Senator Ransdell. Six cents? 

Mr. Evans. Or perhaps 7. The first cotton, I suppose, was bought at 7, but it 
immediately went down to 6 and hung around there for some time, and there was no 
well-defined upward trend until the exchanges bpened again. 
Senator Ransdell. When? 
Mr. Evans. My dates are merely approximate. 
Senator Ransdell. About when? 

Mr. Evans. I will say they opened in December. Cotton began declining because 
there were millions of bales strewn all over the South at that time — the biggest crop 
we ever raised. To our astonishent our cotton walked right up and sold for 10 cents, 
say, by April or March. 
Senator Ransdell. After the exchange was opened and people began to trade? 
Mr. Evans. Began to trade. They had a feeling that cotton was cheap, and they 
could buy it and put futures against it and bring it in and put it in the even grades 
4^r^A o*«,^if;g^ and make money out of it. 
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Senator Ransdell. Have the farmers changed their attitude of ha^4ng these 
exchanges opened? Do they still want the exchanges to do business, so far as you 
know? 

^Ir. Evans. So far as I know; and I may say this, that I happen to be, by reason of 
a personal relationship, rather closely in touch with some of the head men of the 
cooperative movement, which is a movement to market their own cotton. They are 
all heartily in favor of keeping the exchanges open. They would not consider anything 
else. 

Senator Ransdell. In other words, they are opposed to this legislation? 

Mr. Evans, Oh, absolutely, absolutely. They don't want it. They don't want 
that contract changed in any way, so far as I know. 

Senator Ransdell. Then you assume that the Smith-Lever law, passed by Congress 
some years ago, after very considerable agitation and discussion, has, so far as you 
know, functioned very satisfactorily to all concerned? 

Mr. Evans. Vory satisfactorily to the cotton producer, the merchant, and every- 
body who is concerned in a business way. Of coiuse, gentlemen, I know very little 
of legislation, but I must say that as far as I know about those things, commercially 
speaking, the Smith-Lever law is one of the most constructive measures ever put on 
the statute books. That is our attitude. Now, of course, I am speaking to you from 
the standpoint of a cotton merchant, but that is the general opinion among all those 
concerned in cotton. 

Senator Ransdell. I suppose you would agree with Mr. West that if there be any 
changes at all in it they should be toward a Uttle bit more flexibility rather than to 
narrow it? 

Mr. Evans. I don't know whether I am warranted in quoting Mr. Meador, who is 
really the ofl&cial cotton representative; tflat is to say, what business we have is done 
through Mr. Meador, a very fine gentleman; but he and I talked it over before we came 
up here this morning. I said to this gentleman there, if there was any change I would 
say to add two or three grades. 

Senator Ransdell. You mean to add two or three grades instead of taking some off? 

Mr. Evans. Making it a little bit more elastic. He said, "I don't know. I don't 
quite agree with you." I said, "What do you think?" He said, "Two grades." I 
had said three. 

Senator Ransdell. He would add two? 

Mr. Evans. He would add two and I would add three. 

Senator Ransdell. But you are satisfied as it is? 

Mr. Evans. Oh, yes; well satisfied. If I should suggest anything I would say put 
in middUng spotted. That is a commercial grade. But certainly any narrowing 
would defeat the purpose. In fact you might just as well tell us to go out of business 
as to ask us to put it on the restricted basis as proposed in the Dial bill. 

Senator Ransdell. I understand you live in a city where there is no future ex- 
change? 

Mr. Evans. I have no fmancial interest whatever in any future exchanges. I am 
a member of one or two. I am a member of Liverpool. I am not permitted to be a 
full member. The English do not accord us that privilege. I am merely an associate 
member. But I am a member of New Orleans for this reason, that the commission on 
future contracts is $25 a bale. If you are a member it is only $12.50. It saves me a 
lot of money. I have no futures relationship of any kind that involves money. 

Senator Smith. How much a bale did you say? 

Mr. Evans. Per contract. 

Senator Smfih. You said $25 per bale. 

Mr. Evans. I should have said per contract. I thank you for correcting me. 

Senator Smffh. You mentioned adding a grade or two grades. You would take that 
from 

Mr. Evans. I would take it from the spots. Of course I only speak of Texas. I do 
not do business east of the river. Their problems, in some respects, are very different 
from ours. But in Texas we produce every year, first, by reason of rainy conditions, 
but more particularly on account of the ravages of the boll weevil, many thousands of 
bales of wliat we call spotted cotton. We use it every day. I sell that cotton, not 
daily, but many, many times. 

Senator Smffh. I suppose that is on account of the effect the boll weevil has on the 
boll ; some of the divisions of the cotton stick to the boll or the ends of it? 

Mr. Evans. Yes. If the cotton boll is damaged by the weevil or you get a hard 
rain it will discolor it slightly; not enough to affect it seriously. We sell it as spotted 
cotton. That is our common description of it — spotted cotton. 

Senator Smffh. The fact that it is spotted does not detract from its real value? 
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Mr. Evans. Oh, no. 

Senator Smith. The test I made of the tensile strength of the different classes of 
cotton would indicate that? 

Mr. Evans. It is not affected, so long as it comes under the description of spotted. 

Gentlemen, this is one thing I want to say, and I certainly am not inclined to go 
on with this thing at any great length, because it has been so thoroughly developed 
before I came over here. 

If Senator Dial would pass his measure, and you would go him a little better by- 
restricting it to fewer grades than he has asked for — give him everything he possibly 
wants, and say, "We are eoing to give you a little better than you ask for. We will 
limit it to one grade and leave it to you to name the grade" — there would not be a 
spinner in North Carolina, South Carolina, or the New England States that would 
buy a hundred bales of that cotton, with the risk of taking it up, for this reason: The 
essential thing of all contracts is staple. At least more than grades. You don't buy 
just staple. You buy seven-eighths or one-sixteenth inch. That^is one of the dis- 
tinctions that nobody but practical cotton men know. No mill would want to buy a 
hundred bales of cotton to be shipped regardless of staple. If I went to any mill man 
and said, "I want to sell you a hundred bales of cotton," he would say, ** What 
staple?" I would say, '*No staple." He would say, '*Man, you have lost your 
mind." 

So if he had everything he asked for and better, nobody would be able to function. 

Gentlemen, I don't want to bore you, and I know you have had a long day here. 

Senator Smifh. What is your idea as to the effect on the market of limiting the sale 
of contracts to either the ownership of the actual cotton or ownership of the contract? 

Mr. Evans. The ownership of the contract, to sell or buy? 

Senator Smith. What is your idea of the effect? In other words, ought any man to 
be permitted to sell a contract for future delivery of cotton who either has not the 
actual cotton to be delivered against the contract, or a contract with some one who 
does own it to deliver against? 

Mr. Evans. That would be a polite way of administering an anesthetic to the 
futiu-es exchange. That is one way of putting them out of business without being so 
rude as to say, "You are not necessaiy," because liquidity and flexibility of that 
future contract is a thing that is absolutely necessary to the trade. 

Senator Dial yesterday morning, as you gentlemen are undoubtedly familiar with, 
got up before the House committee and said that year before last we raised 12,500,000 
bales of cotton and there were traded in, in New York and other future markets, 
104,000,000 bales. That looked, on its face, as though there were speculation going 
on, and there always has been and always will be, but if there is not it will be worse 
for the cotton business. 

But you take into consideration that hundred bales which starts from a man in the 
interior, which I buy, I may in turn sell to a man in Houston, who is buying, we will 
say, a thousand bales of strict middling for March shipment. He buys in January, is 
not ready to ship, fixes his price for March, but he buys from me because the cotton is 
available and the price is right at that time. I have already sold my future. I buy 
it in and he sells his. We do that simultaneously, so as not to affect either one of us. 
It is done all the time in the cotton trade. In the meantime there may be a spinner 
in the Carolinas who expects to buy this cotton from this fellow in Houston, Tex. He 
thinks it is going to be a little more valuable later on. He has bought a thousand bales 
for July. He begins to gather that in by buying a hundred of futures or spots. It may 
.be this way: I carry a stock on hand from August to August, which is my fiscal year. 
What do I do? I sell futures, we will say, at the beginning of the crop season — I will 
sell 100 bales of December, then transfer them to March, then later on if I have still 
got that cotton, they go into July. So quite often I use future contracts three times 
for the hundred bales. So that while those figiu-es appear enormous, in that it seems 
that perhaps there are many, many millions dealt in, m a speculative way, there are 
many actual futures involved there that are entirely legitimate. There might be 
25,000,000, or it may be 40,000,000 

Senator Ransdell. The mill which buys your hundred bales will also handle it 
three or four times in the future market? 

Mr. Evans. Quite possibly. 

This fellow sells his goods in January for July. He may buy Mays and switch them 
over to July. Here is what is undoubtedly the fact, gentlemen: Whether speculation 
to the individual is a good thing or not, I am not prepared to say, because that is not 
at issue before this committee, as I understand it, but this is the actual truth, that in 
the main all that buying and selling — frantic buying and selling— is merely the expres- 
sion of the law of supply and demand as they see it. If they sell it, they think it is 
going down, and they have too much of it under existing conditions. If they buy it, 
they think the reverse. * 
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Senator Smith. Of course we know that there are two classes of people who deal in 
future contracts. One is when you sell your hedge to protect the actual possession of 
spot cotton. In that case you actually have in your possession the spot cotton which 
you could deliver if you wished against the future contract. The other is the fellow 
who buys or sells future contracts without any idea of ever receiving or delivering 
any cotton to the spinner, who merely sells it if it goes up or down, and takes his profit 
or pockets his loss. Now, what would be the effect upon legitimate trading in cotton 
under the Smith-Lever bill for the transaction of the cotton business to accommodate 
the mills or accommodate those who handle it in the matter of hedging for future 
delivery, if there was eliminated from that by law-^nd it could be accomplished by 
law — the sale of contracts by an individual or individuals who did not own or did 
not contemplate owning a bale, and bought them purely for speculative purposes? 

Mr-. Evans. It would narrow the market very much. I am quite certain you 
know enough about future exchanges to know that there are thousands of bales traded 
in each day. Now, suppose we take just the case you suggested. I have 100 
bales of futures sold, and I get an order, we will say, for that 1(K) bales and I want to 
buy a contract. I wire a broker in New Orleans to buy my contract. Instead of 
there being 30 men around there with orders to buy or sell either a little under or above, 
he has got to go out and hunt a seller. He may have to wire to the Carolinas to 
get it. That seller, knowing that I am obliged to purchase, if he is a good business 
man, will say he will take the contract at a certain price. I will say I .must have a 
few points more. The result is I won't have any hedge at all which I can fiigure on 
handling. That is what we have to have. In other words, it would deprive the mar- 
ket of this flexibility which is so essential. 

Senator Smith. In other words, you look upon the purely speculative element as 
being an industrial element in your hedging yourself as against purchase or sale? 

Mr. Evans. I can give you this concrete illustration. Senator. 

Last August everybody knew there were 9,000,000 bales of cotton in the United 
States. There were thousands and thousands and thousands of people who had no 
connection with cotton at all that bought cotton. In my own experience I had 
doctors, lawyers, 'and people all kinds, friends of mine, ask me about cotton that 
had never said anything to me about it before. Several fellows there said they would 
like to buy some futures. There were thousands of people of that kind all over the 
couutry. Now, what happened? Now, you can talk about the farmer, but he is 
more canny than you give him credit for. The cotton farmers sold on deflation in 
Texas a year ago last August. Cotton had sold for 40 cents the yeaj before. Around 
the 1st of August it was selling for about 37 cents. They kept selling down to 25. 
They sold thousands of bales. There were plenty of people to buy it at that time. 
Oiu- country was prosperous. But they sold steadily, believing that it was going 
down, aud they were going to get rid of theirs. In this case what happened? 1 
bought from those fellows. I wired a little fellow there 200 miles from Houston, 
Tex., whom I have known for years, who was in the habit of taxiing 10 or 20 bales, 
when even the market price was 21 cents. I sent him the limit and he bought 398 
bales, a man who was in the habit of buying 10 and 20. In the aggregate that was 
enormous. Every merchant in Houston, Dallas, or Galveston and all over the belt, 
for that matter, was bu>dng cotton. What were they doing with that cotton? They 
didn't have an outlet for it. You could sell some cotton, but not comparative to that 
enormous amount of business. They were selling futures. I was selling futures at 21 
and 22 cents every day of my life. But who was buying it? The speculators. That 
is all. They bought some down around 15 cents. It was the speculator buying that 
stuff which enabled us to get what we call a good hedge, which enabled us to pay this 
price. So that you see under any conditions they certainly serve an economic function. 

Senator Ransdell, In substance, they were a medium of insurance? 

Mr. Evans. Those buyers took the hedge. 

Senator Ransdell. They were insurers? 

Mr. Evans. They certainly were, to their own sorrow, too. 

Senator Ransdell. I guess so. They truly constituted to the cotton trade the 
same kind of wonderful insurance business which Lloyds have worked up for all 
sorts of insurance in England? 

Mr. Evans. Yes, sir. That is analogous to it. There is a difference between the 
two, of course, but it is absolutely essential in the conduct of our business, if we are 
to function as distributors of the world's crop to those who need it, on a reasonable 
niaigin. I believe that I can take my books and demonstrate that the cotton mer- 
chant, under ordinary conditions, makes no more than a legitimate profit. 

l!?enator Ransdell. You are head of the Cotton Association of Texas, and that is 
the ereatest cotton section, almost, of the United States, if not the greatest. I want 
to ask you what was the effect, of non trading in futures in many agricultural products, 
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such, for instance^ as rice, cattle, hides, and things of that kind, out in your own 
State? How did thejr hold up as compared with cotton? 

Mr. Evans. I can give you a better illustration than that. I was bom and raised 
in Kentucky, and I have always retained my interest in my home State. Tobacco, 
at the close of last fall, was selling at 40 cents. Last fall there was no market, and 
it was down around about 12 cents. 

Now, as to hides, we all know of the fellow that took several hides to town to buy a 
pair of shoes. It actually happened in my own observation. A friend of mine in 
the hide business told me a man shipped him a hide from way out in western Texas. 
The value of the hide was 60 cents and the express was 58, and right there the price 
got down to 2} cents, and nobody wanted to buy. That happened in some degree 
to every commodity which did not have some 

Senator Ransdell. There were no exchanges for tobacco, hides, and rice, were 
there? 

Mr. Evans. No. This deflation, as applied to the United States, began with wool. 
As applied to Japan, it began with silk. But wool went down — I don't know the 
exact war price — I have in mind 60 cents. It went down. You couldn't give it 
away. They stacked it up in enormous quantities. You must bear in mind that 
cotton, from its 40-cent level, declined not in a day, a week, or a month. . It took it 
from August, 1920, to June» 1921, to accomplish that decline of 30 cents, while silk, 
wool, and practically all textiles went down about 75 per cent of their war value. 

Cotton did exactly, the same thing, but instead of a precipitous decline, which 
broke almost everybody overnight, it took almost three-fourths of a year. That was 
a great thing. It meant a great thing to the banks in our country, where everything 
is bound up in the cotton, or where practically all loans are made on cotton. I sup- 
pose those tanks were loanii^ on a basis of ^ cents, and if they had been called upon 
to liquidate their cotton loans they would have been broke overnight. As it was, 
a great majority — my own bank — and I do business with if not the largest bank in 
Texas, the next to the largest — the First National Bank — and they are thoroughly 
familiar with the cotton situation; and I told them I was coming up here, and went 
over there and asked them something about some of the features of this l^islation. 
Their Mr. Scott came along and said, "You can tell them this much, that in the old 
days we looked on those who dealt in futures with suspicion, but now we look with 
suspicion on those who do not use futures. " 

Senator Ransdell. Mr. Chairman, .we are very much obliged to this gentleman, 
and that is all, unless you want to ask him something else. 

Senator Keyes. No. 

Senator Ransdell. I have one or two more witnesses who will take but a little 
time. 

STATEMENT OF MU. BAYLIS E. HABBISS, OF HABBISS, IBBir A 

VOSE, GALVESTON, TEX. 

Senator Ransdell. State your name and your business, Mr. Harriss. 

Mr. Harriss. My name is Baylis E. Harriss. I am a partner in the firm of Harriss, 
Irby & Vose, and the managing partner of the Texas and Oklahoma business, with 
headquarters at Galveston. 

Senator Keyes. Where are you located? 

Mr. Harriss. At Galveston. 

I came up here as a representative of the Galveston Cotton Exchange, the Dallas 
Cotton Exchange, and also, as Mr. Evans, a representative of the Texas Cotton Asso- 
ciation. Our main or primary business is that of cotton merchants, buyers, and ex- 
porters. While we are a southern firm, our head office is at New York. We have 
selling offices in Boston. Montreal, and also selling offices throughout Europe, and 
where we have not our own offices in European markets, we have close working con- 
nections. We have buying offices in Savannah, New Orleans, and Galveston. 

We buy on an average through the three southern offices from 250,000 to 350,000 
bales a year, depending, of course, on conditions. 

In coming up here 1 think I can very honestly and very sincerely say that I have 
no particular ax to grind, particularly since if I did have any ax to grind, I would 
be up here in favor of Senator Dial's bill or Senator Caraway's, or any other bill to 
put the exchanges out of business. 

Senator Ransdell. Why? 

Mr. Harriss. I say if I came up here on a selfish mission, Senator. 

Senator Ransdell. Yes. 

Mr. Harriss. For the reason that while I do not want to dig up a family skeleton, 
I can very honestly and very frankly say that the first real, genuine big money that 
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Tv^e ever made out of the cotton business was when the cotton exchanges were closed 
July 31, 1914, and remained closed for several months thereafter. We found at that 
time, so far as the smaller concerns were concerned, the banks just simply would not 
finance them. In fact, I might say that the big firms also had to do a good deal of 
scratching to get assistance from tne banks. The result was that you really could not 
tell within 2 or 3 cents a pound of the value of cotton, and consequently, simply as 
a matter of business, we were thoroughly justified in buying cotton as cheaply as we 
could, and for that reason we were jiistified in figuring on a much larger profit when 
the echanges were closed — perhaps $10 to $15 per bale, while theretofore we were 
glad to get by with 50 cent or 75 cents a bale, net profit. Of course at that time, how- 
ever, we did not have the present Smith-Lever bill, which is, to my mind, just about 
as near perfection as possible, and to all intents and purposes is serving all practical 
purposes as well as any bill that could be made into law. 

Ptior to the passage of the Smith-Lever Act the New York Cotton Exchange allowed 
all grades to be delivered. Incidentally, without the influence or authority of the 
Government to step in and pass upon the classification of cotton, very frequently 
there was a good deal of influence brought to bear upon the men classiog cotton for 
delivery by the large houses. But in conducting our business since the passage of 
the Smith-Lever law, we find that we can conduct it on a much more satisfactory 
basis than we ever could before. 

The position that I take is that the trade, practically as a whole, is not only thor- 
oughly satisfied with the Smith Lever bill, but they speak of it in highly commendable 
terms. 

As r^ards the Dial bill, or even the Caraway bill, which is much worse than SenatJDr 
Dial's bill, I think it would simply have the effect of the exchanges ceasing to func- 
tion, or, in other words, closing them up. As cotton exporters, if the exchanges were 
closed up, or if we have not these facilities for clearing our busineas, why, simply as a 
matter of self-protection (although I am in thorough sympathy with the farmer), 
simply as a matter of self-protection in business, we hsive got to buy the cotton 
cheaply, and with a much larger maigin of profit. 

I think, furthermore, if these exchanges were closed, the result would be that the 
banks would say to these laiger firms, ''Now, you go ahead and buy," but would say 
to the smaller firms, who, incidentally, create most of the competition, and have a 
tendency to increase prices — ^they would probably say to the smaller firms, "We 
don't care to finance you. Unless we have cotton, future markets and quotations, 
we don't care to fiboance you." 

Senator Ransdell. That means the smaller firms would go out of business? 

Mr. Harriss. They would go out of business. 

Senator Ransdell. And a few big firms, like yourselves, would remain in the 
business? 

Mr. Harrisb. We could control the business. 

Senator Ransdell. You could monopolize it if you wanted to? 

Mr. Harriss. Yes, sir. 

Senator Ransdell. Would it be any trouble at all for you to do it? 

Mr. Harriss. Not at all. Of course that sounds like a strange* statement for a 
man to make, but I believe I have got a little bit of humanity in me, and, incidentally, 
I have been mixed up in the farmer's game quite a little in the last few years. Myself 
and my brothers took a notion a few years ago, when cotton got to 20 cents, to farm, 
and we invested in several farms, with the result that we bought a'laige plantation in 
Louisiana, up near Vidaiia. 

Senator Ransdell. My old district. 

Mr. Harriss. We bought a large tract of land in southwest Texas, and we bought 
several laige farms in western Oklahoma. We tried cotton and wheat and com and 
cabbage and Bermuda onions. As the fellow says, we tried a little bit of everything. 
The result is that I am in thorough sympathy with the farmer.' I know his position, 
and what he has to contend with. 

I don't only refer to the cotton farmer. I refer to the producer of everything. If 
what has happened to us under the favorable conditions under which we work, you 
can just imagine what the poor devil who actually raises the bulk of the crops has 
to contend with. The farmer that lives down the lane has absolutely no advantages 
whatever in the way of business experience, capital, and things of that kind. 

Now, I don't want to be telling tales out of school, but when I left home I was nego- 
tiating with the Texas Farm Bureau for 15,000 bales of cotton which consisted of all 
^ades, from good middling, to low middtii^, and spotted and tinged cotton. Along 
m the fall of the year trade conditions were very bad. Of course in the fall, after the 
Ist of January, everybody thought, they were going to get better. Instead of the 
great improvement coming after the Ist of January, conditions got worse. I have 
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been in the cotton business for 23 years. I believe that I can very truthfully state 
that the demand for cotton during the last six weeks has been really about the poor- 
est that I have ever seen. 

The point I make is this. This farm bureau, which is one of the cooperative 
bureaus in Texas, takes the farmer's cotton in, and sells it from time to time in blocks, 
or round lots. They are the direct representatives of the farmers. And the point 
which I wish to emphasize is this. If we could not, in buying that cotton, cover, or 
protect, ourselves by hedging .with futures, instead of being interested in that cotton 
at 16i cents a pound, I might be tempted to buy it at maybe 10 cents a pound, if I 
bought it at all, whereas, if I am able, on the other hand, to hedge by selling futures, 
I would just simply take that cotton and put it in store and sell it as the demand 
comes along. 

Senator Ran so ell. Taking a small commission on it? 

Mr. Harriss. Yes, sir; a reasonable commission. 

Senator Ransdell. You spoke of being a landowner in three States — Oklahoma, 
Louisiana, and Texas — I assume, therefore, that you are fai/ly familiar with con- 
ditions in those three States, and are acquainted with a great many people in the 
three States. Do you know of any well-defined sentiment of the people in those 
States in favor of this proposed legislation? 

Mr. Harriss. I know of none whate^ er, Senator, and I believe that I could go fur- 
ther and say this, that if the matter was called to the attention of some of these farming 
organizations, for instance, the Texas Farm Bureau, I believe they will unquestion- 
ably oppose any change. I think they are thoroughly satisfied with the law as it now 
stSinds. 

Senator Ransdell. You know of no sentiment, then, at all, in favor of this legis- 
lation? 

Mr. Harriss. No, sir. 

Senator Ransdell. You know of a good deal of opposition to it, I take it? 

Mr. Harriss. Yes, sir. 

Senator Ransdell. And you are here to voice that sentiment? 

Mr. Harriss. Yes, sir. 

Senator Ransdell. Do you gentlemen wish to ask any questions? 

Senator Keyes. No. 

Senator Ransdell. Is there anything else, Mr. Harriss? 

Mr. Harriss. No. I think. Senator, there aro a good many other points that have 
already been covered by Mr. Evans. 

STATEMENT OF MB. J. T. SANDERS, FOBHEB GOVERNOR OF THE 

STATE OF LOUISIANA. 

Senator Ransdell. Gov. Sanders, are you practicing law in New Orleans? 

Mr. Sanders. I am. 

Senator Ransdell. Among your other duties, do you represent, in fact, the New 
Orleans Cotton Exchange? 

Mr. Sanders. I do. 

Senator Ransdell. Are you familiar with agriculture in Louisiana, generally? 

Mr. Sanders. Yes. 

Senator Ransdell. You are very familiar with everything of that kind in that 
State? 

Mr. Sanders. Yes. 

Senator Ransdell. Governor, if you could make just a brief statement about your 
judgment in regard to the proposed legislation, I wish you would do so, sir, in your 
own way. 

Mr. Sanders. Well, as you know, Senator, this (]^uestion of abolition or regulation 
of the cotton exchanges was at one time a very live issue in our State. We have had 
the question before our legislature time and again. At one time during my admims- 
tration as governor of Louisiana, the farmers of the State were hostile to the cotton 
exchanges, both New Orleans and New York. There were, of course, a great many 
abuses, and up until the past few years, up until the passage of the Smith-Lever Act 
there was a great deal of hostility among the farming element toward the exchanges. 
That animosity or hostility has been dissipated in recent years. For instance, at the 
last session of our legislature, which adjourned two or three months ago, there was a 
proposition before that body to tax future contracts to such an extent that it would 
have driven the New Orleans Cotton Exchange out of business. Many men came 
down to the legislature and opposed the proposed tax on future contracts. Then there 
was opposition from the farmers through their union representatives. 
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As far as I can gather the attitude of our State is not hostile at all to-day to the 
operation of the exchanges, under existing laws. Our people seem very well satisfied. 
We don't raise much cotton now, but the people that do raise cotton, and the banks 
that do business with those who raise and trade in cotton, would be at a tremendous 
disadvantage if there were any national legislation that would prevent the functioning 
of the exchanges as they now operate. 
Senator Ransdell. Is that the general sentiment in Louisiana? 
Mr. Sanders. That is the general sentiment. Our banks, for instance, carry a 
great deal of cotton trade. They could not carry that at all, would not carry it, if 
the hedging or insurance features were eliminated. 

Senator Ransdell. Do you know of any sentiment at all in Louisiana or Mississippi 
and you are familiar with both States^ Mississippi does so much business in }(ew 
Orleans — in favor of these bills? 

Mr. Sanders. Not at all. The sentiment, if there is any, in favor of this kind of 
l^islation, comes, in my opinion, from people who are not informed as to the con- 
ditions. There is always some sentiment a^nst any kind of financial institutions 
among misinf<»ined ]>eople. Now, I don't mean by tnat statement to say that people 
who entertain that view are ign<^ant, but 1 do mean that they are not inf<»ined. 
If they were informed and knew the truth concerning the ec<Miomic operations of tbe 
trade, they could not and would not be in favor of legisiaJtion to restrict buying. 
There is no man infdonned who would be in favor of restricting the bidders for his 
product, to say that I shalll not go in and buy ^ bale of coUkhi on the exchajo^e, simply 
because I have not the actual cotton or have not the actual contract from the man who 
raises the cottcm. It would prevent the man who raises the cotton from having toe 
as a potential customs. It would be just as intellig^it to advocate that no man 
should wear cotton goods unless they were brown-eyed; if they had blue eyes or 
black eyes, they wo^d not be permitted to wear cotton goods. 

We hear a great deal about the man who sells a contract im the market. Th^ie io 
just as much buying as there is selling. Why not talk about the buyers? You can 
not sell a contract unless there is a buyer lor it. When you speak of millions and 
miUions of bales of cotton being sold, it seems to me you must also speak of millions 
of bales being bought, because there must be a buyer for every seller. 

Senator Ransdell. The idea being that they are used as n^iediums of insurance, as 
testified to by aU these witnesses? 

Mr. Sanders. You can tell a contract in the same market ten times and it is often 
done, and every transaction wiU be absolutely legitimate, and every transaction be 
an insurance and a hedge, and yet some say that you have sold a thousand bales 
when there was only a hundred bales of actual cotton. 

And there was another statement that Mr. Dial made yesterday, that there were 
a hundred-odd raiUion bales sold last year, when there were only a couple hundred 
thousand bales tendered. The reason there were a couple hundred thousand bales 
tendered is because the Smith-Le^er biU is the product of finite minds. 1 give all 
credit possible to Mr. Smith and Mr. Lever, yet both of whom are human beings, 
and being hmnan beings, it is impossible for the Smith-Lever bill to be periect, any 
more than it is possible for any legislation to be perfect. If it were a perfect law there 
would probably not be one bale of cotton delivered on future contracts. The fact 
that there are very few bales delivered on it shows that it is very nearly a perfect 
contract. The most perfect form of insurance in the world, Senator, of fire insurance, 
would be that the company would guarantee me for so much per annum that my house 
would not bum. That is the most perfect form of insurance. But they can not do 
it, so they take the other position, that for a certain consideration, if my house bums 
they will pay me so much money. To say that only a few bales of cotton were deliv- 
ered, when millions of baJes of cotton were bought and sold, to be consigtent it would 
be equally reasonable to say that as hundreds and hundreds of thousands of policies 
of fire insurance policies are written, and only a few hundred payments made upon 
loss, that then jrou ought to wipe out the fire insurance business. 

The true fire insurance policies, the best policies, would be those that would abso- 
lutely guarantee your property would not burn. But you can not do that. The 
human mind can not conceive of a contract, and the human hand can not write a 
contract, Senator, under which at some stage of the game somebody can not make a 
dime or two by delivering the cotton rather than by selling his contract. But if there 
were a perfect bill, if you men could conceive of it, and your hand could write it, 
there would never be a bale delivered under a future contract, sold either in New 
Orleans or in New York. But, as limited by finite minds, there will always be a few 
bales delivered. Instead of that being an argument against the law, it shows that 
it is mighty near perfect. 
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Senator Ransdell. Our State is one of very diversified a^culture. I would like 
you to give us a little idea of the values of cotton compared with the other agricultural 
products of Louisiana, which are not protected, if I may use that term, by any ex- 
changes through future contracts. 

Mr. Sanders. In our State we raise sugar and rice and cotton. Those are our 
three great staples. Now, sugar and rice and cotton were all selling in the last good 
year at a reasonable price. The difference between the three commodities was this. 
Senator: Rice and sugar are not traded in, as cotton is, in future contracts. They all 
come in about the same time — ^in the fall. You pick your cotton, grind your cane, 
and thresh your rice all in the fall of the year. 

Now, all three of those products in Louisiana declined. The difference in the 
decline, however, was this, that sugar and rice jumped off a precipice. You had sold 
your rice the year before at from $12 to $14 a barrel, and when you started threshing 
it last year you did not know what you were going to get, and there was no method 
of knowing, no quotations on rice, and it dropped to nothing, practically, over night. 
It was a perpendicular decline, just like this [indicating] right up and down. It 
dropped to nothing. You couldn't sell it at all. And the same was true of sugar. It 
went into a perpendicular decline. The decline in cotton was just as much, Senator, 
but it was a gradual decline. It went down day by day. Men protected themselves 
and could protect themselves, through the use of tne hedge and futures on the cotton 
market. In that way you could get out with a small loss, whereas, if you had sugar 
and rice it was a disastrous loss. In the one case you could trade in futures and pro- 
tect yourself, and in the other case you could not. And then there was this outstand- 
ing feature — ^that, whether you wanted to pocket your loss on your cotton or not, yon 
could actually sell it; if not elsewhere, always through the cotton exchange future 
contract. But you could not sell your rice or your sugar at all, even at the quotation ; 
you could not sell it at all. There are men in Louisiana to-day who have sugar that 
they have not sold yet. Senator. That has not been true of a single bale of cotton. 
You could sell cotton. It may have been that you could not get what you wanted for 
it or what it was worth, but you could sell it. But sugar and rice could not be sold 
at all. 

Senator Ransdell. We are very much obliged to you. 

Mr. Sanders. I just want to say, in conclusion, that we earnestly protest, Senator, 
against any interfering along these Unes. Let us have a chance to readjust ourselves 
and go ahead and tend to our business. We are doing fairly well, and if we are let 
alone we will get along nicely. 

Senator Ransdell. I would like to ask permission, Mr. Chairman and Senator 
Smith, to insert in the record statements from two or three other parties, giving their 
views about this matter. They could not get here. This matter affects the whole 
South. 

Senator Keyes. I have one or two letters here. I don't know to whom you refer, 
but if they are of reasonable length, put them in the record. 

Senator Ransdell. I will go over them and cut out everything that is not material, 
and shorten them as much as possible. It will be understood, then, that they will 
be incorporated in the record. 

Senator Keyes. Yes. 

(The letters, etc., above referred to are as follows): 

United States Senate, 
Committee on Agriculture and Forestry, 

February 14, 19t2, 
Hon. Henry W. Keyes, 

United States Senate j Washington^ D. C. 

My Dear Senator: Senatx)r Harris has furnished me and I am attaching hereto, a 
communication addressed to him under date of February 7, by Hon. W. H. Teasdale, 
secretary and superintendent of the Savannah Cotton Exchange, with copy of resolu- 
tions adopted by the board of directors, relative to S. 385 and S. 399. I will be glad 
to have you place Mr. Teasdale's letter before the subcommittee, of which you are 
chairman, having the former measure under consideration. 

Thanking you, I am sincerely, 

G. W. NORRIS, 
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Savannah, Ga., February 7, 19^2. 

Whereas the board of directors of the Savannah Cotton Exchange is advised that a 
subcommittee of the United States Senate A^rricultural Committee will conduct a 
hearing on February 13 and 14, 1922, in Washington, D. C, on Senate bill 385 in- 
troduced by Senator Nathaniel B. Dial (South Carolina); also Senate bill 399 in- 
troduced by Senator Thaddeuf» H. Caraway (Arkansas); and 

Whereas the Dial bill seeks to provide that middling cotton shall be delivered on a 
future contract or not more than two deliverable grades of equal quantities; and 

Whereas the Caraway bill would prevent any person or organization from sending 
any communication by telegraph or otherwise, in any direction, relating to a con- 
tract of cotton for future deliver>% unless such person or organization supplies an 
affidavit that they are growing or actually 0¥m such cotton and intend to deliver 
same on such future contra>ct; and 

Whereas both these bills if made a law will practically eliminato all legitimate hedge 
business in the hiture markets and thus place cotton dealers, manufacturers, and 
growers in a serious predicament: Therefore be it 

Resolved by the board of directors of the Savannah Cotton Exchange , in special meeling 
assembled. That a delegation consisting of two members of this exchange be sent to 
Washington to be present at the scheduled hearing, with authority to vigorously 
oppose both bills, believing that the enactment of same will seriously impair and 
jeopardize the ^itire cotton trade of the country. 
Attest: 

W. H. Teasdale, 
Secretary and SuperirUendent. 



STATEMENT BnBlCITTEI) BY HEN&T G. HE8TEA, OF NEW ORLEANS, LA., SECRETARY 

NEW ORLEANS COTTON EXCHANGE. 

The contract delivery system as conducted in the New Orleans Cotton Exchange 
consists of the selling and buying of cotton for future delivery under the United States 
cotton futures act, as amended March 4, 1919, and regulations of the Secretary of Agri- 
culture pursuant thereto. 

The oontzacts are known as section 5 contracts, as that section of the United States 
cotton futures act and the regulations of the Secretary of Agriculture constitute the 
limitations thereof. 

(a) The pro\isionB of the act are that all contracts made for future delivery on any 
exchange, board of trade, or similar institution, place of business, not in conformity 
with the United States cotton futures act are subject to a tax of 2 cents per pound. 

(6) The contract must specify the basis grade of the cotton involved which shall be 
one of the grades for which standards are established by the Secretary of Agriculture. 
Middling snail be deemed the basis grade if no other gra^de be specified in the contract. 

(c) All cotton dealt with shall be of or within the grades specified by the Secretary 
of Agriculture - 

(d) Cotton delivered on such contracts above or below the basis grade must be settled 
for at actual commercial differences above or below the contract price for the basis 
grade. 

(e) No cotton may be delivered that is below low middling or that is reduced below 
the value of low middling because of defects, etc. (see act), and is of less than seven- 
eighths of an inch in length of staple. 

(J) Tenders on contracts must be ^e full number of bales involved or the equivalent 
weight thereof, and the person making the tender shall give written notice five business 
days before deHvery to the receiver, and in advance of final settlement must furnish 
the receiver a written notice or certificate stating the grade of each individual bale 
and by means of numbers identifying each bale with its grade. 

(g) All cotton delivered must be classed in accordance with the classification, made 
under the regulations of the Secretary' of Agriculture, by officers of the Government 
dedgnated by the Secretar> for that purpose. 

Under these r^ulations aJQ cotton delivered on future delivery contracts is inspected 
and classed by Government officials who issue certificates therefor; in other words, 
under the law the Government becomes a party to the final settlement of the contracts, 
insuring the honesty, correctness, and uniformity of such deliveries. 

The contract is a strictly legal contract and the seller is forced to deliver and the 
receiver to receive the cotton specified therein. 

As in aU contracts made for any article of produce or merchandise, the parties thereto 
may obtain legal offsets transferring their rights for fulfillment to other parties before 
maJtwrity by means of substitution of Uke contracts, differing only as to price. 
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A rule of the New Orleans Cotton Exchange requires that — 

"All contracts for the future delivery of cotton shall be binding upon members and 
of full force and effect until the quantity and qfualities of cotton specified in such 
contracts shall have been delivered and the price specified in such contracts shall 
have been paid. Nor shall any contract be entered into with any stipulation or 
understanding between the parties, at the time of making such contract, that the tenna 
of such contract are not to be fulfilled and the cotton received and delivered : Provided, 
however, That any party holding a contract against another, corresponding in all 
respects, except as to price, with one h Id by the other party against him, may cancel 
or close both by giving notice to the opposite party at any time before notice of 
delivery." 

There is another rule of the exchange that prohibits members under penalty of 
expulsion from engaging in or being associated with any persons who deal in differences 
on the fluctuations of the market price of cotton. 

This much for the methods of transacting the business in contracts for the future 
deliverer of cotton. The origin of the method dates back to the early days of the Ameri- 
can Civil War between the States, whereby parties making large contracts with the 
Government for the supply of food and raiment secured themselves by other contracts 
for delivery in certain specified periods. The method was subsequently found to be 
of great economic value by enabling producers to secure in advance of growth fixed 
prices for their products to be delivered when ready for market and consumers* to 
secure delivery of their supplies in advance of their needs when needed, avoiding the 
risk of price fluctuations. In f ict, much as has been said of speculative features of the 
future market, it is the means of avoiding speculation or risk by both sellers and buyers 
of spot cotton. This, in reality is the most valuable feature of the system. In so far 
as the farmer is concerned, it is the buffer between him and the ultimate consumer. 
It is a favorite contention of those who do not understand the economic value of the 
system that an ideal condition would be to bring the farmer and mill man into direct 
connection, eliminating all who now come between them. 

The writer has been more or less connected with the cotton trade for nearly 60 years; 
first, as a public journalist and subsequently as secretary of the New Orleans Cotton 
Exchange. He remembers the "ideal days" when there was no future business and 
the producer was as close to the consumer as in the nature of circumstSEmoes it was 
possible to be. In those days, spinners would secure sufScient for their immediate 
wants and then retire until supplies would accumulate. There were few to intervene 
when values sagged hence the spinners had it pretty much their own way. To-day 
the "men in the street" stand in the way and are ready to buy cotton by means of 
future contracts whenever in their estimation it is likely to yield a profit. Designate 
them as speculators or investors or what not, their capital aggregating a vast sum, 
which was not in evidence in bygone days, is at the convenience of the holder of 
cotton enabling him to dispose of his holdings at any hour of the business day or to 
hedge himself by means of a future contract from loss on a declining market. I 
shudder to think what might have happened to cotton during the past year or more 
had there been no system of such price insurance. A sheer drop from $182 a bale in 
July, 1920, to $59 in July, 1921, involving many hundreds of millions of dollars that 
would have wrecked the financial institutions of the South and, bad as the consequences 
of the drastic decline have been, a condition would have resulted beyond description. 
We need all the money we can command to stem the tide as it is, and at no time m our 
history has the capital of the "man in the street" been more seriously wanted. Shut 
out the future business and you shut out the "man in the street," who is legion and 
with him goes his money. He (or they) constitutes the "man" whose income tax 
contributes to the greater share of the billions that annually pour into the country's 
Treasury. 

By means of the future contract, there is no day or hour in the day that cotton 
may not be bought or sold and it is this that makes cotton the most liquid asset known 
to the world's trade. 

It constitutes a method of price insurance that may be likened to the vast systems 
of fire and marine insurance without which living would be relegated to the realms 
of barbarism. It has repeatedly been urged that a great evil is that the sales of future 
contracts are annually many times the volume of the cotton crop. Is it an evil? 
Every time a piece of real estate or an article of merchandise, in transit to the consumer, 
changes hands it is insured so that the aggregate of such insurances is many times 
the aggregate value of the fixed or movable articles of trade and commerce. So it is 
with cotton; every time it changes hands it is made the subject of a future contract 
for price insurance. While it is true that not all of the cotton is hedged or insured 
through the future markets, most of it is, and as cotton not infrequently changes 
ownership six to eiojht times from the producer to the final consumer, the number of 
price insurances or hedges is increased accordingly. Transfers of hedges from month 
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to month also swell the total of future transactions. In a word, the ag^egate of futures 
transactions from day to day involve sales and resales, purchases and repurchases of 
the same risks, and are therefore not all original transactions, any more than bank 
clearanxes show the net amount of money that is transferred on balances. 

Conditions affecting cotton are not local nor even confined to influences prevalent 
in the United States only. Its trade is a world trade and its values are affected by 
world conditions. These values are reflected more quickly and accurately in the 
future markets of New Orleans, New York, and Liverpool; but in the main in they 
turn are governed by the laws of supply and demand and it is a fact that as a rule 
futures are governed by the actual value of spot cotton instead of governing such 
values. In general, it may be said that similar trade conditions or world occurrences 
which influence the variations in forjeien exchange produce like effects on cotton. 

There is perhaps no more constructive piece of legislation on our statute books 
than the United States cotton futures act. It regulates the business within the lines 
of reason and justice and is helpful to producers, traders, and consumers of spot cotton 
in the United States. If the act has a fault, it lies in the restriction of the number of 
grades tenderable on contract and to that extent lessens hedge protection of a material 
percents^e of the total annual growth. The result of this is seen in the frequent 
wide disparity between grades tenderable and untenderable. The disposition in 
some quarters to further limit the number of grades tenderable for that reason can not 
prove otherwise than harmful; in fact, further limitations would so circumscribe the 
number of sellers (and consequently of buyers) in this country as to destroy the hedge 
features, resulting in closing American exchanges. Legislative experiments of this 
nature would not merely prove seriously harmful, but would be futue. 

In this connection, let me quote the remarks- of Senator Williams, of Mississippi, in 
the Senate on the 5th of August last, in connection with the proposed Dial amendment: 

"Mr. Williams. Mr. President, there is just one thing I wish to suggest as a subject 
for the Senator from South Carolina to contemplate before he comes forward to exhaus- 
tively aigue the matter. Even if we can regulate the New York and New Orleans 
exchanges, and all the exchanges in the United States, would we not have a good deal 
of the same substantial trouble growing out of the fact that we could not regulate the 
Havre and Hamburg and Liverpool exchanges; and if they continue this abuse will 
it not have substantially or to a large extent the same effect upon the farmer? I do 
not ask that questioa to be answered now. I merely desire the Senator to think about 
it before he goes exhaustively into an argument of the subject." 

The future business is regulated by the United States cotton futures act and, like 
the man who experimented upon how much he could regulate the quantity of food 
for his mule, until by the time he had reached a satisfactory conclusion the mule died, 
further regulation can only cripple or kill trade control on this side of the water, trans- 
ferring it to foreign markets. We now have the whip hand. Is it worth while to 
speculate upon giving it over to the foreign spinner? 

Another serious result of destroying the future business in the great exchanges of 
America would be the elimination of many of the innumerable small cotton markets 
in the South and the concentration of the trade at the ports and larger interior markets 
possessing requisite capital. TJie ability to hedge has helped the small merchant to 
secure money loans, without which he could not transa<^t business. As in the days 
prior to the futures system, the shipments would gravitate to the large markets. 
To-day large merchants or grpups of large merchants or capitaUsts can not control 
world markets for cotton. Without the future business which embraces the means of 
legion (the '*man in the street") a few large capitalists could and would manipulate 
the cotton crop either up or down as their interests might dictate. 

I remember in the old days, 50 to 60 years ago, no bale of cotton came to market 
without being assessed in various ways to the extent of $5 to $10 or even more. To-day 
the average charge is four-flfths less. 

The entire modern system of cotton trading is on a broad economic basis which can 
not be destroyed or restricted beyond certain lines without relegating our southern 
country to the age of mule cars and sailing ships. Can we afford, in endeavors to 
correct conditions due to the upheaval of a world war, which require time to rectify, 
to strike at the root of modem trade methods? 

Cotton is low, very low, in comparison with recent high ranges, but there were 
periods before our Civil War when it sold below 5 cents a pound, not that I believe it 
will ever reach that level in yours or my time, but we may not ascribe recent depression 
to market methods. The facts are supplies accumulated to an unprecedented volume 
at a time when there was a certain curtailment on an unprecedented scale of the 
offtake of cotton goods and at times could not be sold in volume except through the 
cotton future contract market. 

1 believe now the tide is turning, notwithstanding the lai^e "carry over" from the 
last crop; decreased acreage and production for the current year promises to even up 
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conditions. Moreover, there are encouraging signs in the goods market which promise 
a material enlargement of consumption. We are at the ''parting of the ways," and 
consensus of the ablest opinions is that any chanfi;e must surely be for the better. 
Legblation, unless it be to aid us to carrv the load for a longer period at reasonable 
charges, can do no more than a man could by attempting to *'lift himself by his boot 
straps." As President Harding puts it, we need more business in legislation and less 
legislation in business. 

The "business" in legislation for the cotton farmer is to help him to better condi- 
tions on the farm, to aid him to secure improved transportation to the common carrier, 
and to protect his products in transit to market. 

These can not be brought about instanter by act of Congress, but Congress can help 
to put matters in train that may revolutionize existing methods and not only cause 
two blades to grow where but one is now produced but spread happiness and pros- 
perity by enhancing the margin between producing and selling values. I am fully 
m accord with the Progressive Fanner that as long as the white farmer in the South 
is forced to compete with ignorant Negro laborers, the avenue to prosperity will con- 
tinue to be blocked. Until we bring about more intelligent methods of cultivation 
by means of proper education, the hundreds of millions that are lost through improper, 
slipshod methods of cultivation will continue to hang as a pall over our southern 
people. When cotton is produced by intelligent methods, which may be brought 
about by proper education, the same number of acres that now produce ten millions of 
bales may be made to yield twice that number, and of high-grade cotton, at a relative 
cost per acre that will enrich our people and defy competition the world over. Con- 
gress can and should assist us in that respect. There is no way to rid ourselves of 
ignorant labor, of careless, improvident methods of marketing, but through education. 
It seems pitiful that there is not a few in our southern country who believe that the 
boll weevil has proven a blessing in disguise by forcing an abandonment of "all 
cotton" and a consequent diversification of crops. In one county in Alabama, we 
are told that the growers of cotton have erected a bronze fountain in the heart of the 
business section of one of its towns, inscribed : 

"In profound appreciation of the boll weevil and what it has done as a herald of 
prosperity. ' This fountain is erected by the citizens of Enterprise, Coffee County, 
Alabama." 

Is it a wonder that with a superabundance of low gra^des not worth the cost of pro- 
duction, that the average return to the farmer spells poverty and want? Let Congress 
help us to educate the rising generation, black as well as white, to rescue our highways 
and landings from the mud and slush, to see to it that proper protection is afforded from 
defective storage places of transportation companies, aid us to teach the people that 
a bale of cotton that is worth much more is as much entitled to protection as a bale 
of hay or a sack of flour, and the demand for the destruction of economic trade methods, 
which are a natural help to the grower, will cease. No country in the world is more 
highly productive than the Southern States, and yet as stated by a well-known 
authority, "nowhere else are farm laborers (the men, women, and children who pro- 
duce our cotton) housed in homes so crowded and ill equipped. In Iowa," to quote 
from the same authority, "86 per cent of the homes havjB telephones; in South Carolina 
5 per cent. In Utah 45 per cent of the farm houses have electric or gas light; in the 
South 2 per cent. In Nebraska 75 per cent of the farmhouses have automobiles; in 
five Southern States, less than 10 per cent." . 

And these relative conditions will continue to exist until the light of education 
dawns upon our people. There is no short route to prosperity, nor can we hope to 
encompass needed reforms in a day or a year, but we can with the aid of Congress and 
the cooperation of the State governments start them on the road to success. If our 
Senators and Representatives are keen to promote our success, there is abundant room 
for them to set the ball rolling. The necessity for constructive legislation is inapera- 
tive. Existing trade enactments are in the interest of the producer and fair alike to 
the trade and consumer; the necessity for legislative assistance. is at the other end of 
the line. The immediate need is for continued help in financing our products abroad 
that the foreign manufacturer may be enabled to buy and spin our cotton. This 
given, the outlook, with the decreased production of the current year, which has not 
yet wrought its full effect, and the trend toward largely increased consumption at 
home and abroad, promises an era of values in the near future that will mitigate our 
troubles. We shall not, however, receive our full dues until much needed reforms 
are applied at the sources of our supply. Until these are accopaplished, high cost of 
production and inadequate returns will continue to breed dissatisfaction and more 
or less want among the producers . Th ese can not be legislated out of existence through 
experiments which tend to circumscribe economic methods which have lessened the 
cost of marketing and are the results of a half century of careful study the world over. 



AMEND SECTION 5 OF COTTON FUTUKKH A(n\ ftl 

HARRIS HYMAN, PRESIDENT H. A C. NEWMAN (INC.), i^UTI'HN MRftt'HANiS, H^W 

ORLEANS, LA. 

New Oiilkana, Fphrmr^ iU iP^^-. 
Senator Jos. E. Ransdell, 

Washington^ D. C, 

Dear Senator: As you well know, our firm has bof*n hhft4Hntf »t«*f rMM^ft ff«f 
account of our many farmer friends and interior mor<*htt«in for i\ui im^i hU y^l+FP- 
We still sell large quantities of cotton for our custonuirH ov«»ry ytmf , 

Durinsf the past March and May it wa« almost impowiibl«« in W'U f»|Hit tttiUm, wMl^ 
at the same time we could sell future contracts at 50 JKiinfn ]trviuU\m (iv»tf i\iti Wtii4m\ 
quotations for spot cotton. We, therefore, sold thounandi* c»f \m\t'^ ni Mf»f' U i^wi Mf»y 
contracts for oiur many customers and made deliv<?ry of ihU ^offnfi, '\Uti JiM<»H*^<i<l 
was most satisfactory as we were able to deliver ((TikiU^ irtttn Um iuUhiUft^ M^^• U y»^ 
contract were restrictefl to two grades, it would be pnw'tir'ttUy ft phy«l/ »1 Uhjrhtkri^MU^ 
for us to take advantage of making deliveries of spot <'otl^>n mt couimi^ fftf mif lhi*^4^if 
customers as it is very rare that a crop lot of cott^m hiiUftV4itm Ui ft fftrww=ff 44m ftf4 
run more than four or five grades. 

Requiring the delivery of only two gnules wcmW fsHmin»Ut i\t4i m** f4 >b^ fuOff^ 
contract market on which to make delivery Uff su:ftfAmi tA Ih^? if^ntf^, 
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trade and divert the cotton trade to European merchants, where practically the same 
system of trading is in vogue as that covered by the present United States cotton 
futures act. I am convinced that any changes in the present law would be particularly 
unfortunate at this particular time, when the producers of the South are so much in 
need of the marketms facilities permitted unaer the present law and to deprive the 
producers of the South of their present facilities, and to substitute either the Dial or 
Caraway measures for the present law would bring about complete demoralization to 
every branch of the American cotton industry. 

Vernon T. Davis. 



LAWRENCE W. WEIL, MONTGOMERT, ALA. 

Montgomery, Ala., February 20, 1922. 
Senator Joseph E. Ransdell, 

Washington, D. C: 

The United States cotton futures act as it now stands is giving complete satisfaction 
to the entire cotton trade and to producers. It is my opinion that further legislative 
interference would be very detrimental to the collective cotton interests of the South. 

Lawrence W. Weil. 



BASHINSKY, case & CO., BIRMINGHAM, ALA. 

Birmingham, Ala, Febrivary 20, 1922 
Senator Joseph E. Ransdell, 

Washington, D. C: 

We believe irreparable injury would result to the spot business in the event of the 
passage of the Dial and Caraway bills. The law .as it now stands is sufficient and 
the trade if it were to function properly in the interest of the South should not be 
hampered by further le^slation. 

Bashinsky, Case & Co. 

JOSEPH NEWBURGER, MEMPHIS, TENN. 

Memphis, Tenn, February 20, 1922. 
Senator Joseph E. Ransdell, 

Senate Office Building, Washington,. D. C: 

I have been in the spot cotton business 44 years. Nothing that has transpired in 
my whole life would tend to unstabilize the spot cotton business and render it highly 
speculative than if we were not able to hedge the cotton we buy from the farmer or to 
able to purchase futures to protect ourselves when we sell cotton for future delivery 
to the spinner. Therefore if the Dial and Caraway measures are carried, they- will be 
an absolute hindrance to business and possibly mean the eliminating of the regular 
legitimate spot business. 

Joseph Newburoer. 



J. M. BELBY & CO., MEMPHIS, TENN. 

Memphis, Tenn., February 18, 1922. 
Hon. Joseph E. Ransdell, 

Senate Building, Washington, D. C: 

Any change in the present system of future trading which furnishes price insurance 
to those handling actual cotton as our firm does would prove disastrous, especially at 
this particular time when world conditions necessitate every precaution and safeguard 
Icnown to modern commercialism 

J. M. Belby & Co. 



ANDERSON, CLAYTON & CO., COTTON MERCHANTS, OKLAHOMA CITY, OKLA. 

Oklahoma City, Okla., February 18, 1922. 

Senator Joseph E. Ransdell, Washington, D. C: 

We wish to enlist your active opposition to the proposeid legislation embodied in 
the Dial bill (S. 385) and Caraway bill (S. 399) dealing with cotton-futures trading. 
The provisions are virtually prohibitive and would in reality practically kill the 



AMEND SECTION 5 OF COTTON FUTURES ACT. 63 

bueiness, not regulate it. Such a result would have a disastrous effect on the cotton 
business of the South, destroying, as it would, the whole machinery of marketing and 
credit developed in the last 40 years. Further, the time is inopportune when business 
is slowly attaining to more stable conditions to introduce and seek to enact legislation 
of a wholly unsettling nature. We trust you can see your way clear to a \dgorou8 
opposition to these bills. 

Anderson, Clayton & Co. 

Senator Ransdell. Mr. Chairman, instead of a formally prepared statement upon 
this subject, I desire to submit certain excerpts from my remarks upon the floor of 
the Senate on April 30 and May 6, 1920, during the debate on the so-called Comer 
amendment to the act regulating trading in cotton futures. 

I also ask to have included as a part of these hearings the speech^which was delivered 
in the Senate by a distinguished predecessor of mine who was a Senator from Louisiana 
when similar legislation was being considered in the Fifty-second Congress. 

That speech of Senator E. D. White, who was shortly thereafter appointed to the 
United States Supreme Court, and subsequently as Chief Justice of that august tri- 
bunal, has come to be regarded as a classic and will be of great assistance in consider- 
ing the pending legislation. 

Senator Keyes. Ihat is perfectly agreeable to me. 

(Ihe remarks, etc., referred to above are as follows:) 

[Congressional Record, Sixty-sixth Congress, second session, Washington, Friday, Apr. 30, 1920.] 

Speech op Senator Joseph E. Ransdell, of Louisiana, Opposing the Comer 

Amendment to the Cotton Futures Act. 

Mr. Ransdell. Mr. President, I wish to discuss the Comer amendment to the cot- 
ton futures act inserted in the agricultural appropriation bill. This amendment was 
agreed to some time ago and is now in conference. In order that the Senate may 
understand it, I mil first read the amendment agreed to by the Senate on the motion 
of the Agricultural Committee, which is very brief. I read from page 92 of the bill, 
amendment No. 249: 

^'Provided, That the amendments relating to cotton provided for in section 6 of the 
act known as the wheat guarantee act, approved March 4, 1919, are hereby recognized 
and declared to be pertinent legislation. " 

To this amendment of the committee the Senator from Alabama [Mr. Comer] 
induced the Senate to accept the following amendment: 

"That hereafter each lot of cotton classified as tenderable in whole or in part on a 
section 5 contract of said act as amended, shall give to the buyer the right to demand 
that one-half of the contract shall be delivered in the official cotton standard grades 
of the United States from the grades of middling fair, strict good middling, good mid- 
dling, strict middling, and middling, and that the seller shall have the option of 
delivering the other half of said contract from any of the official cotton standard 
grades as established in said act. " 

Mr. President, I wish to discuss this question for two reasons. In the first place, I 
am a cotton grower myself. It is the only business in which I am engaged at the 
present time aside from my duties as a United States Senator, and Louisiana pro- 
duces a large quantity of cotton. 

In the second place, the city of New Orleans, the largest city in my State, has a 
big institution, known as the New Orleans Cotton Exchange, which has been severely 
criticized and commented upon in several speeches made by the Senator from Ala- 
bama [Mr. Comer]. I feel it my duty, therefore, to make some explanation and de- 
fense of this great business of my State. 

Former SoUcitor Francis G. Caffey, of the United States Department of Agricul- 
ture, in an address delivered before the Alabama State Bar Association at Montgomery, 
Ala., July 10, 1915 (refer S. R. A. Markets No. 5, issued Aug. 11, 1915, Department 
of Agriculture), stated that since 1884 120 bills dealing with the regulation of cotton 
futures had been introduced at various sessions of Congress, and previous to the 
Sixty-third Congress three passed the House. Since then the Smith-Lever bill was 
enacted into law and was further amended by the act of March 4, 1919. The trade is 
now operating under the law which became final August 18, 1914, known as the Smith- 
Lever bill,, and amended March 4, 1919. Senator Comer has introduced an amend- 
naent to H. R. 12272, which amendment shall give to the buyer the right to demand 
that one-half of the contract shall be delivered in the official cotton standard grades 
of the United States from the grades of middling fair, strict good middling, good mid- 
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dling, strict middling, and middling, and that the seller shall have the option of 
delivering the other half of said contract from any of the official cotton standard grades 
as established in said act. 

Mr. President^ the president of the New Orleans Cotton Exchange was in this city 
yesterday, and I had a discussion with him about the effect of the Comer amendment. 
He stated that the amendment was couched in language which, to him, was ambieu- 
ous, that he did not understand exactly what it meant, and he was very fearful 
that if the amendment should be agreed to and become a part of the law the cotton 
exchange would not know how to carry it out, and people making contracts for 
future delivery of cotton would be uncertain as to what meaning the law intended 
to convey. I asked him to put his statement in writing, which he did, and I will 
read it. It is addressed to me, dated yesterday, and reads: 

Washington, D. C, April 29, 1920. 
Hon. Joseph E. Ransdbll, 

United States Senator from Louisiana, Washington, D. C. 

Dear Senator: After carefully reading and considering Senator Comer's amend- 
ment to bill H. R. 12272 I have come to the conclusion, although I have not had 
legal advice, that the ambiguity of the language of the said amendment is such as 
to cause considerable confusion and litigation and the probable closing of the cotton 
exchanges until a final decision would be rendered by the Supreme Court of the 
United States if it should be adopted. 

I would like to state at this point that I talked yesterday with another member of 
the New Orleans Cotton Exchange, Mr. Wolfe, who said that, in his judgment, if this 
amendment were agreed to as written there would be no transactions on the exchange 
until the matter had been submitted to the Supreme Court for a construction of its 
language, which he thought would take at least two years; therefore the exchange 
would be closed for practically two years. I continue reading: 

1. I quote from the amendment as follows: 

"That hereafter each lot of cotton classified as tenderable in whole or in part on a 
section 5 contract of said act as amended shall give to the buyer the right to demand, " 
etc. 

You will note that the wording states that cotton shall give to the buyer the right 
to demand. How can cotton, which is an inanimate thing, possess the power to give 
the buyer a right to demand? 

2. A matter of much greater importance is the following: 

"That hereafter each lot of cotton classified as tenderable in whole or in part on a 
section 5 contract of said act as amended shall give to the buyer the right to demand 
that one-half of the contract shall be delivered in the official cotton standard grades 
of the United States from the grades of middling fair, strict good middling, good mid- 
dling, strict middling, and middling." 

It is not clear whether the buyer has the right to demand that one-half of the con- 
tract is to be delivered proportionately or in unequal percentages of the grades of 
middling fair, strict good middling, good middling, strict middling, and middling, 
or whether the buyer can demand 50 per cent of any one of these five grades. 

3. The particular part of this act which is most ambiguous and one sure to be ques- 
tioned is as follows: 

"And that the seller shall have the option of delivering the other half of said con- 
tract from any of the official cotton standard grades as established in said act. " 

The cotton exchanges are now operating under the United States cotton futures 
act and the amendment thereto contained in the wheat-guaranty bill of March 4, 
1919. 

Neither of these acts establish any "official cotton standard grades" which you 
will note the language of the Comer amendment requires. 

However, the United States cotton futures act, section 9, states: 

"^ec. 9. Tliat the Secretary of Agriculture is authorized from time to time to 
establish and promulgate standards of cotton by which its quality or value may be 
judged of determined, including its grade, length of staple, strength of staple, color, 
and such other qualities, properties, and conditions as may be standardized in 
practical form, which, for the purposes of this act, shall be known as the official 
cotton standards of the United States. " 

I therefore contend that the seller has the option under the Comer amendment of 
delivering 50 per cent of the contract from the 20 grades established and promulgated 
by the Secretary of Agriculture under section 9 of the United States cotton futures 
act, because the amendment tiiereto of March 4, 1919, does not establish or authorize 
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the making of official standards, and the words contained in the Comer amendment — 
'of the official cotton-standard grades as established in said act" — must refer to the 
grades established and promulgated by the Secretary of Agriculture under the United 
States cotton futures act, section 9, because, as before stated, the amendment of 
March 4, 1919, contains no such provision. 
Respectfully submitted. 

Edw. J. Butler, 
President New Orleans Cotton Exchange, 

Mr. President, I have looked as carefully as I can into the statements contained 
in Mr. Butler's letter and I believe he is entirely correct. The reference in the amend- 
ment of the Senator from Alabama [Mr. Comer] is clearly to the act of 1919, not the 
original Smith-Lever Act of 1914. It was under the original act of 1914, section 9, 
that the Secretary of Agriculture was authorized to establish standards and grades 
of cotton. Hence if the Senate is to adopt the amendment of the Senator from 
Alabama it should clarify the language, it should rewrite and make clear what is 
meant. 

To confirm my own opinion in this matter, I called up the Bureau of Markets this 
morning, read this letter to them, and asked what construction they placed upon it? 
They replied that they had no right whatsoever as an administrative bureau to be 
giving any advice on legislation, but if I asked them how they construed the Comer 
amendment as it now appears in the bill pending before the conferees, they would 
say that it is ambiguous; that they do not understand quite what it means; and that 
if Congress is to pass this amendment they would respectfully suggest that it be 
corrected so as to make its meaning clear. 

Mr. President, I shall discuss a number of the features of the bill before I get through, 
but that criticism of Mr. Butler, backed up by what the Bureau of Markets says, 
illustrates the point which a number of us have made in regard to the amendment; 
that it is a hasty and ill-considered piece of legislation; that it was not submitted 
to the Committee on Agriculture and forestry when the bill was being prepared; 
that the friends and foes of the measure had no opportunity to discuss it lully before 
its presentation to the Senate. It came up first on the floor; it came up in the rush 
of legislation; it came up when many of those who are particularly interested — Senators 
representing cotton States — were absent from the Senate, audit was agreed to without 
that full and careful consideration which should be given to important legislation like 
this. 

Bear in mind, sir, that if the amendment passes it will practically nullify the Smith- 
Lever cotton futures act passed in 1914, fully six years ago, an act which has been 
functioning very well indeed; an act which has corrected many, I might say most 
all, of the great evils which were complained of in the cotton-futures business, to wit, 
the practice, especially on the New York Exchange, of delivering on contract a very 
low grade of nearly worthless cotton, the value of which was fixed by a committee 
of the exchange, not at its real value as compared with middling, the basis of the 
contract, but a very much higher price than its real value. 

It was the iniquities of the old contract which were sought to be corrected by the 
Smith-Lever bill, and they were corrected by it. All the cotton tenderable under 
the Smith-Lever bill was good, spinnable cotton. The lowest grade was good ordinary. 
But last year, to make assurance doubly sure, Congress amended the original Smith- 
Lever bill and removed good ordinary from the tenderable grades, so that now nothing 
can be delivered below the grade of low middling. 

In defending his amendment the Senator from Alabama [Mr. Comer] is recorded 
in the Record of the 17th of this month as saying: 

"The greatest objection the exchanges have to the amendment is that in a great 
measure it takes the 'bear' out of the transaction. The exchanges want the low 
grades kept in the tender, not for the purpose of helping the low grades, not for the 
purpose of benefiting legitimate trading, but for the purpose of incrieasing the oppor- 
tumty to *bear' the market. They know what is the reason. They know it. This 
is all they have used the low grades for the past year and all the years back, and they 
know it, and all this stuff about a spinner's contract as against the farmer's and dealer's 
contract is simply intended to retain an advantage in which the game can be played 
with marked cards, and they know it. 

"They never like the game unless they can mark the cards. It is worse than a 
Negro crap game where loaded dice are used." 

Those are pretty strong words when applied to many of the high-grade men of the 
New Orleans Cotton Exdiange. There are no better men in America than they, no 
more honorable, able, upright men. 

88098— 22— FT 1 ^5 
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Mr. Comer. Mr. President 



The Presiding Officer. Does the Senator from Louisiana yield to the Senator 
from Alabama? 

Mr. Kansdell. Certainlv. 

Mr. Comer. I believe the Senator said just now that on the New York ('ottoo 
Exchange several years ago a very bad, ugly game was played, in which they used 
punk cotton to depress the market. 

Mr. Ransdell. I have understood that to have been the case. I can not testify 
personallv, but that charge was made on the floor of the Senate when we were dis- 
cussing the Smith-Lever bill, and it was largely on the statements made at that time 
that we changed the former rule. 

Mr. Comer. I will give the Senator a little further information on that point. Two 
years ago on the New York Cotton Exchange there was an operator who had sold 
10,000 bales and had this low-grade cotton to threaten a tender, and reaped a harvest 
on New York Exchange on that kind of a transaction. He then sent the cotton to 
New Orleans to deliver on a similar transaction. It had been understood for years 
that this low-grade cotton assembled in New York was used for that purpose, and it 
was also written in the Knox corporation report that in New York some of the 
exchange members who had the fixing of differences in the prices of the cotton 
to be tendered, the low grade and otherwise, had sold the market and make the dif- 
ferences out less than the commercial price and reaped a big harvest on that account. 

I want to askthe Senator, if I mav, were they honorable, honest men? Were thev 
good men? On that exchange you have the same men in New York that you have in 
New Orleans, and vou have some of the very best merchants — ^vou have Hubbard 
and Carpenter and McFadden, and all of thos3. The qtiestion is, were they 
honorable men, too, or were thev dishonorable men? 

I just want to get what vou are stating here. What I am charging is that a game was 
plaved with marked cards or loaded dice. 

Mr. Ransdell. I know pithing whatsoever 

Mf. Comer. But you ought to know. You are charging this. You charge that it 
was wrong in New York and yet I charge the same thing in New Orleans. 

Mr. Ransdell. I demand proof of you or of anyone else*, because in New Orleans 

Mr. Comer. I will give it to you. 

Mr. Ransdell. If you have their names, I should like to have them put in the 
Record . 

Mr. Comer. I will do it. I will say that two years ago we bought some cotton in 
New Orleans 

Mr. Ransdell. From whom? 

Mr. Comer. I do not remember just this minute. 

Mr. Ransdell. I should like to have the details, the place, the circumstances. 

Mr. Comer. You will get the facts. 

Mr. Ransdell. It is for the Senator to show them. 

Mr. Comer. What I am stating is the fact. We had delivered to us 100 bales on 
contract, and in this delivery of 100 bales there were 16 different styles of low-grade 
cotton, impossible of almost any kind of use. I sent the statement to the Senator 
from Georgia (Mr. Smith). I sent him the name and the list of the cotton, and also 
to the Senator from South Carolina (Mr. Smith), and called attention to the outrageous 
dealings that were perpetrated on those exchanges by the men. I am not attacking 
their character. I am attacking their method of business, a method we are demanding 
should be changed, and it is right that it should be changed. 

Mr. Ransdell. Does not the Senator think that after making such a serious charge 
as that he ought to tell the Senate the firm that sent him that 100 bales of this very low 
cotton, this cotton which was not tenderable under the contract? 

The Senator is a man of considerable wealth, or reputed to be, and is a man cer- 
tainly of great intelligence. Why did he not prosecute the people for that? They 
certainly, had no right to tender such cotton as that under the terms of the Smith- 
Lever Act passed in 1914. The Senator said it was two years ago. Do not generalize. 
Particularize. 

An ordinary criminal when charged with murder is entitled to be told the time, 
the place, the circumstances of the alleged crime; that he, John Brown, did on a 
certain day kill and murder Bill Jenks. Now, the Senator has made this charge 
against the New Orleans Cotton Exchange, and I demand of him to name the men 
who did it, and to say why he did not prosecute them. 

Mr. Comer. May I interrupt the Senator there? 

The Presiding Officer. Does the Senator from Louisiana yield to the Senator from 
Alabama? 

Mr. Ransdell. Yes; the Senator may interrupt me. 
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Mr. Comer. I did not prosecute, because the whole transaction was done within 
the law, the law which we are proposing right now to amend, and which should be 
changed; that is why I did not do so. 

Mr. Ransdell. How could that be done within the terms of the Smith-Lever 
law? 

Mr. Comer. Because the law authorized the delivery of that kind of cotton. 

Mr. Ransdell. The Smith-Lever Act says 

Mr. Comer. The Smith-Lever Act authorized it, or it was so construed at any rate. 

The Presiding Officer. The Chair wishes to remind Senators of Rule XIX of the 
Senate. 

Mr. Comer. I thank the Chair very much, indeed. 

The Presiding Officer. It is impossible for the reporter to report the debate. 

Mr. Ransdell. I should like' to remind the Senator from Alabama that there is no 
reason why we should get excited. Under the terras of the Smith-Lever law — and I 
should like to read it and show the Senator what the Smith-Lever law provides — ^no • 
other cotton than "good ordinary" can be delivered under the terms of the contract. 
That law was passed in 1914, and was reenacted 

Mr. Comer. If the Senator will allow me 

Mr. Ransdell. If the Senator will pardon me, I will yield him the floor in a moment. 
The law was first passed in 1914, and was reenacted in the agricultural appropriation 
bill of 1916. Here is what it says. I will let any Senator decide the matter for him- 
self. The act after referring to the contract then provides: 

** Fifth. Provide that cotton that, because of the presence of extraneous matter of 
any character or irregularities or defects is reduced in value below that of 'good ordi- 
nary,' or cotton that is below the grade of *good ordinary,' or, if tinged, cotton that is 
below the grade of *low middling,' or, if stained, cotton that is below the grade of 
'middling,' the grades mentioned being of the official cotton standards of the United 
States." 

And so on. 

As I have stated, the Smith-Lever law was passed in 1914; and under the terms of 
that law one can not contract on any of the exchanges in this country for cotton below 
"good ordinary." I say, though I am not a spinner, n information received, that 
"good ordinary" is spinnable cotton. There are many grades of cotton below "good 
ordinary." The cotton to which reference has been made and which it is said was 
tenered on the New York market years ago was far below the grade of "good ordinary.'* 
I do not see how it were possible for the Senator from Alabama to have cotton tendered 
to him under the future contract provided for in the Smith-Lever law which was 
below "good ordinary." 

Mr. Comer. May I interrupt the Senator? 

The Presiding Officer. Does the Senator from Louisiana yield to the Senator 
from Alabama? 

Mr. Ransdell. I shall be very glad to have the Senator interrupt me. 

Mr. Comer. If the Senator from I^ouisiana will excuse me, I will say that a majority 
of the mills do not use cotton below middling. That is why the grades middling and 
above are comparatively high now. There are middling, strict low middling, low 
middling, strict ordinary, and good ordinary. "Good ordinary" is pretty low down, 
and nine-tenths of the mills do not use "good ordinary." 

In addition to that you have in low middling, not low middling white, but low 
middling yellows, low middling spotted, low middling tinged^ — three grades; you 
have strict low middling yellows, strict low middling 8|)otted, and strict low middling 
tinged; you have in middling, middling tinged, middling yellows, middling spotted, 
middling stains, a grade of cotton through which runs a deep yellow color. Very few 
of the mills can use it. Then you have strict middlii^ stains, and so on. With all 
of these grades I am perfectly familiar, and when I make a statement, Senator, it is 
right alon^ the line of direct facts; I mean, I have been in contact or seen others in 
contact with the actual transaction. Under the Smith-Lever law, allowing the 21 
grades, there are 5 grades of middling and above, and there are 16 low grades, you 
understand, and when you get those 16 grades together and conglomerate them, the 
man who delivers them, I do not care who he is, intended the cotton should not be 
used. Such a transaction as that is not business; such a transaction as that ought to 
be outlawed. The cotton people of the South demand of you that you give us a con- 
tract that will be honest to the buyer and to the seller, a business contract under which 
business men can use the cotton. That is what we ask. We are not attacking the 
character of the men who make such sales any more than the Senator from North 
Dakota [Mr. Gronna] has attacked the character of the men who operate the com 
exchanges, the grain exchanges, and the meat exchanges. We are not attacking 
their character at all; we are attacking the practice of the exchanges, as the methods 
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are authorized and carried on in the exchanges. It is wrong that these practices 
should continue. 

This is not a new idea; this is a continuation of a fight that has been going on for 
years; it is, I repeat, not a new thing, but is, in fact, old. 

Mr. Ranbdell. May I ask the Senator if he will not kindly tell us what the 21 
grades, to which he refers, are? 

Mr. Comer. Yes, sir. 

Mr. Ransdell. As I read the law, there are only 10 grades provided for in the 
Smith-Lever Act, everything above and including "good ordinary." 

Mr. Comer. The difficulty lies in the way the Bureau of Markets has construed the 
law; it was the Bureau of Markets that murdered it; and I told them so myself; I 
told them, "You have ruined the law, and it is all wrong." 

Mr. Ransdell. Then, does the Senator chaige that the United States Bureau of 
Markets, as well as the New Orleans Cotton Exchange and the New York Cotton 
Exchange, have been guilty of gross misdoings in this matter? 

Mr. Comer. Not only do I charge it, but I wrote them so. I had a correspondence 
with them two years ago and openly charged that the law was being adndnistered for 
the use of the speculators and the gamblers. I openly made that charge, and they 
have it on their files. 

Mr. Ransdell. One question, please. The Senator has been talking considerably, 
and I have been very generous, I think, in yielding time to him. 

Mr. Comer. I thank the Senator very muai. 

Mr. Ransdell. I call the attention of the Senator to the fact that he has neglected 
to name the criminal. He states that he had this contract for 100 bales. Now, 1 ask 
him to name the criminal, the time, and the place. 

Mr. Comer. We did most of our business during that year through Lowry & Co. 
They delivered the cotton according to the law; they did not deliver it unlawfully; 
it was lawful cotton; but the law wnich permits such transactions we demand shall 
be (^nged. 

Mr. Ransdell. Mr. President and Senators, the Senator from Alabama says that 
this transaction, affecting 100 bales of cotton, was so utterly vicious and bad 

Mr. Comer. It was vicious and bad. 

Mr. Ransdell. That he actually wrote to the Senator from Georgia about it. It 
surely must have made sufficient mipression upon him to remember the firm which 
swindled him so badly on this hundred bales of cotton. 

Mr. Comer. Let us get that back 

The Presiding Officer. Does the Senator from Louisiana yield to the Senator 
from Alabama? 

Mr. Ransdell. I yield. 

Mr. Comer. I ask to be excused for my impetuosity, perhaps; I am not accustomed 
to debate here; it is all new to me. 

Mr. Ransdell. I yield to the Senator. 

Mr. Comer. I never said I was swindled. 

Mr. Ransdell. I understood the Senator in that way. 

Mr. Comer. I did not intimate that I was swindled; I said the whole transaction 
was within the law; but that the law which allowed such infamous transactions ought 
to be repealed, for it is wrong. That is what I said. 

Mr. Ransdell. Did not the Senator intimate 

Mr. Comer. I did not intimate anything at all. 

Mr. Ransdell. Well, let me ask the Senator, then, did he not indicate to the 
Senate that in this transaction, in connection with 100 bales of cotton on tiie New 
Orleans Exchange, he had been very badly treated? 

Mr. Comer. No, sir. 

Mr. Ransdell. Very well; if the Senator retracts what he has just stated 

Mr. Comer. I do not retract. 

Mr. Ransdell. Then 1 will go ahead. 

Mr. Comer. 1 said 1 had been treated badly by the law; that is what I said.- 

Now, if the Senator will permit me to make the matter a little bit wider. At the 
same time we took a hundred bales of cotton in New York through Carpenter & Co. 
we took up a himdred bales through Hubbard Bros., nice men, good men, but each 
one of those hundred bales had 12 different styles of low-grade cotton which was 
tendered for the purpose of preventing its use. We kept that cotton in New York for 
three months, with instructions to them to sell it, but they could not get a buyer, 
and after keeping it there for three months and bein^ \mable to sell it, or to make a 
price on it, we sold it back to the exchange, and dehvered it. Now, what kind of a 
transaction is that? 
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Mr. ilAif SDELL. I am not attempting to prove that all exchanges and the members 
thereof are white-robed angels; I am simply trying to show that, m a general way, the 
transactions of the exchanges are legitimate; and I believe that Senators in the main 
will agree that they are. 

Mr. Comer. Excuse me, please 

Mr. Ransdell. There may be some rascally transactions conducted there, just as 
there are in every business of life. 

iir. Comer. I never said "rascally**; I said within the law they perpetrated a trans- 
action that was hot business; that is what I said. 

Mr. Ransdell. Let me ask the Senator if within the law these exchanges did 
somethijig the result of which was to deprive a man of his property, would not that be 
rascally? It looks to me like it would; I can not look at it in any other way. 

Mr. President, in consequence of this attack on the cotton exchanges, it may be 
well for the Members of the Senate to know what the report of the Committee on 
Agriculture on the Smith-Lever bill, Sixty-third Congress, second session (H. Rept. 
765), says of the functions and economic uses of the cotton exchanges. This is a con- 
gressional document issued recently; listen to it, Senators: 

"It is the opinion of the committee that the abolition of the cotton exchanges 
would result inevitably in the monopolizing of the entire cotton crop into the hands 
of a very few powerful interests, witn the force and means to fix the price at which 
the farmer would be compelled to sell his cotton. Fully 75 per cent of American 
produced cotton leaves the hands of the producer during the four months of September, 
October, November and December. It takes no stretch of the imagination to foresee 
how utterly helpless the farmer, as a class, would be in his |)resent disorganized con- 
dition as a factor in fixing the price of his own products, as against the organized genius 
and money of the spinners and powerful spot-cotton dealers." • 

Let me repeat those words: 

**A8 against the organized genius and money of. the spinners and powerful spot- 
cotton dealers." 

Mr. Comer. Mr. President 

Mr. Ransdell. I decline to yield for the present. 

The Presiding Officer. The Senator from Loiiisiana declines to yield. 

Mr. Ransdell. Let me finish this thought, and then I will gladly yield. 

"Any legislation, therefore, which eliminates from the cotton trade the element 
of legitimate speculation and legitimate speculators, must, in the opinion of the 
committee, result disastrously to the producers." 

That is not what a cotton man said; it is what the committee of the United States 
Congress reported, namely, that the elimination of these exchanges would result 

disastrously to the cotton producers. But to continue 

"especially at that season of the year when the bulk of the crop is moving from him 
into the channels of commerce. Cotton exchaiiges properly regulated in their opera- 
tions, in that tiiey afford opportunities for legitimate speculation, may be made to 
be of real benefit to farmers, merchants, and spinners. The legitimate speculator, 
operating through the exchanges, is the only buffer standing between the helpless 
producer and the powerful buyer of his product." ^ 

I now yield for a question. I would remind the Senator that I am willing to yield 
for a question, but not for a speech. 

Mr. Comer. I would like to ask the Senator a question. Does he think the stabi- 
lizing of the value of cotton on the exchange, and the proper functioning of the ex- 
change in representing the true value of cotton, would tend to destroy it? The 
exchanges, as the Senator knows, are supposed to be an index of prices, and are not 
suppose! to be anything else. Does not the Senator think that the law of supply 
and demand governs the price of cotton everywhere? 

I believe in the exchanges. I believe, when they are functioning right, that they 
are first-class propositions. All on earth that these measures are &ying to do is to 
have the exchanges do just what they purport to do, and that is to render a true index 
of the value of cotton, which, as the Senator knows, they have not done for a long 
time. 

Ml. Ransdell. I can not admit the last statement at all. I believe they havei 
functioned satisfactorily, certainly since the passage of the Smith-Lever Act. 

Mr. Comer. Can I convince the Senator? 

Mr. Ransdell. No; I want to try to answer the Senator's question. The Senator 
has asked me, as I understood the question, if the price of cotton is not regulated 
solely by the law of supply and demand, or certainly very largely. There is no dis- 
pute between us on that proposition. Supply and demand is the great regulator of 
all prices; but, Mr. President and Senators, cotton is a commodity that is handled 
throughout the entire year. It is gathered by the producer in two or three fall months, 
and it should be marketed very gradually for the next 12 months, until the cotton 
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comes in again. Ordinarily the farmer is not a man of lai^e means. The pioduc'er, 
the farmer, should have Sbme kind of stabilizing influence or agency — some kind of 
insurance, if you please. I may say to the Senator from Alabama that I should be 
a very unhappy man if I could not insure my property, my ginhouse, bams, dwell- 
ings, store property, and so forth. I find it necessary to insure every dollar's worth 
of property that I have, and so does every prudent business man. Now, the spirit 
of the exchange, I sav — there may be some people in it who violate that spirit, but 
the proper spirit back of the exohiuige-r-is to create an insurance agepcy, a vehicle 
of stabilizing, by means of insurance,- the transactions in cotton. That is exactly 
what it does; and in that connection I wish to read at this time a very interesting 
letter from a gentlemen who was referred to yesterday by the Senator from Alahama 
in rather derogatory terms. 

He read a letter from Mr. Helgason, of Vicksburg, in which Mr. W. B. Thompson, 
of New Orleans, was spoken of as a man who, in connection with ^'that New Orleans 
bunch,'' would ''not hesitate at anything: to perpetuate gambling in cotton in its 
worst form," and so forth. I wish to say tnat I have known Mr. Thompson for many 
years and enjoy the honor and pleasure of his friendship. There is not in the dty 
of Washington at this moment a more intellectual man than W. B. Thompson. I 
have never heard even a reflection against his character for probity and fair dealing 
in every way. He is a big cotton commission merchant and sells cotton for the pro- 
ducers. He has been for years a large cotton producer himself. I do not know that 
he is to-dav, but until three years ago he owned three plantations in my home par- 
ish — East Carroll, La. — and I know that there is hardly to be found anywhere a better 
or a more intellectual man than Mr. Thompson. 

If you will listen to this letter you will find that he is a man of a high ability. It 
is a letter addressed on the 9th of this month to Mr. J. C. Wannamaker, president of 
the American Cotton Association, St. Matthews, S. C, and signed by Mr. Thompson 
in his capacity as chairman of the Louisiana division of the American Cotton 
Association. 

I will state that Mr. Thompson has taken the greatest interest in building up this 
association of cotton producers in Louisiana; not spinners, but men who produce 
Ihe cotton from the ground by the sweat of their brow. I have the honor myself of 
being one of its charter members in Louisiana, and I can not stand quietly by and 
see letters put in the Record assaiUng— and I do not beUeve it was the intention of 
the Senator from Alabama to assail — the character of that excellent man; but that 
was the purport of the letter which the Senator inserted in the Record. 

Mr. Comer. Mr. President 

The Presiding Officer. Does the Senator from Louisiana yield to the Senator 
from Alabama? 

Mr. Ransdell. I will yield when I finish this letter. 

The letter to Mr. Wannamaker reads: 

(American Cotton Association, Louisiana division. Membership campaiKii headquarters. 806 Perdido 

Street, Ne.y Orleans, La. Phone Main 6H3ft.i 

April 2, 1920 
Mr. J. S. Wannamaker, 

President American Cotton Assodaiiony 

St. MatthewSf S. C. 

Dear Mr. Wannamaker: I am in receipt of your wire of the 29th instant, as 
follows: 

' ' Comer amendment offered without our knowledge. Please write fully your judg- 
ment of disadN antage to same. Many strong friends in favor amendment, stating will 
improve value of contract, preventing depression of prices; that producer will have 
extra inducement for improving production and harvesting. Especially anxious to 
have your judgment on account profound regard for same." 

That was the telegram Mr. Wannamal er sent to Mr. Thompson, and here is his 
reply: 

**In times past I have made a rather close study of the future contract and I have 
long since come to the conclusion that its chief and, indeed, its only value lies in the 
protection it affords buyers and sellers of cotton and manufacturers of cotton goods. 
When the future contract market fimctions normally, the owner of cotton, pending 
such time as he can market the same, or, if he be a farmer, before he has iniade the 
same, can insure himself against loss by selling a future contract hedge; the cotton 
buyer can make forward contracts with the spinner before he has any cotton in hand 
and protect himself against loss by buying a future contract hedge; and the manu- 
facturer may make forward contracts for the sale of his product before he has cotton 
in hand or a specific grade contract with spot merchant or broker and insure himself 
against loss by buying a future contract hedge." 
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Senatora, tlilsis aamewbat acftd^nic, but it is a moBt difficult mnd intricate eubjeet^ 
so I trust ypa will be padfiut vliile I read this letter: 

' 'It 18 this hedge or price inBaimnce functioii ci tbe future contract wliif^ makeB it 
valuable to the trade. It was oever iuteaded nor will it ever be poBsibie to make the 
future coDtracts for cotton bought and eoAd around the rings of the exchaogee take the 
place of direct dealii^ for spiKific grades and staples between the manufacturar and 
the spot mochant." 

I may interlaid here that the Smith-Lever biU contains d^oute provision lor 
specific contracts set out in full in paragn^ 10. One can make a contract lor future 
delivery und^- the tenns ol that biU, but it is a specific contract, not a future contract. 
To proceed: 

' ' These amtracts, which {Movide the protection aforesaid to those who do not want 
to speculate, are supplied primarily by those who want to speculate and whose busiBeBB 
it is to speculate, l^iese latter are the und^writers, who assume the risk. From this 
postulate it is obvious, therefore, that the foim of the contract or the character and 
extent of the obligation to whidb the speculative s^er or buyer is called upon to 
commit hims^ becomes the determining factor in the exist^ice of a future-contract 
market. If the ccmtract is too narrow, or if it ccmtains conditions which place the 
seller at a disadvantage, then thoe will always be more buyons than seUers, and in 
consequence the contract will go to an artificial premium, and if these disadvantages 
are exaggerated the price of ocmtracts, irrespective of the %'alue of cotton, will go 
throu^ the roof, and you will no longer have any contract market, because nobody 
will be willing to take the short side of the contract. If, on the oth^ hand, the con- 
tract be too broad and the advantages all lie with the sell^, buyers will be dri^*en 
Irom the market, and the whole system of future trading will be destroyed. 

"In c^er, therefore, that supply of contracts may be forthcoming and a future- 
contract market possible, it is necessary that the autnorized contract shall be one to 
whidi both die speculative buyer and* seller will be willing to commit himsdf. It 
must be a bams contract, because no speculative seUe- m future omtracts would 
commit himself to an obligation to deliver a specific grade which it mi^t be impossible 
to obtain, and the range of deUvacable grades d^ould be suJffikdmitly wide to give him 
a reascmable assurance that he could secure the cotton necessary to liquidate his con- 
tract ^ould he be called upon to do so. (hi the other hand, the buyer must have 
assurance that he will not be called upon to take delivery' of unmarketable cotton or 
of any cotton at artificial price differences. 

''I indulge in this somewhat prolonged academic discussion in order that you may 
understand the reason for my opposition to the Comer amendmoit. 

"I am very much in favor of the future-contract market properly regulated. In 
fact it is my opinion that it would be a great calamity to the producer if the future 
markets were destroyed or impaired.'* 

Mr. Thompson agrees in that particular with the committees of Congress in their 
recent report, to wni(^ I have already aUuded. 
He continues: 

"I am opposed to the Comer amendment because, in my opinion, it so narrows the 
contract that its effect would be to drive out sellers, which would have the effect of 
running up the 'prices of the contract to abnormal premiums, which in turn wotdd 
eventually destroy t^e future contract as a trade agency for hedging purposes. If this 
were the case, there would then be no reason for the existence of a future-contract 
market and it would not be tolerated. 

''It is true that under the present grade limitations the future contract has been 
ruling at a discount under the spots, but this discount is not, in my opinion, due to 
the grade limits. Low-middling white cotton, the lowest grade deliverable, is in 
spinning value a very good grade of cotton. It does not by any means belong in the 
category of those worthless ^ades which have been in times past used under the fixed 
difference system of the New York Exchange prior to the Smith-Lever law for the 
purpose of manipulation. It is true that low middliivg is not and has not been- in 
active demand, but if all grades are to be eliminated from contract deliveries because 
they temporarily are not in demand, regardless of spinning value, then we would 
have a most unstable and erratic contract, which would be of no use whatsoever to 
the cotton trade. 

"The reason for the disQount of contracts under spots is pripiarily because the 
speculattive element which looks for deflation and lower prices is in the majority. 
You will recall that these discounts are larger as the maturity of the contracts is 
extended and grow less as approach is made to the current month. As a matter of fact, 
it ifl the history of the future-contract movement that the current-month contracts 
run up to a ^rity, or approximately so, and, in the recent New York March case, to a 
premium. This proves conclusively that the contract as it now stands is a perfectly 
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good contract and the future discounts are not the results of any vice in the contract, 
ut rather of the psychology of the speculatiye trade in respect to future develop- 
ments. 

''I am just as much opposed to broadening the contract as I am to narrowing it. 
We must remember that these are abnormal times in all lines of business and that 
we can not expect the future contracts to function as in normal times. It is as much 
a mistake to try to rectify abnormal conditions by meddUng wi^ the future contract 
as it is to try to restore a fever patient by doctoring the thermometer whidi regis- 
ters his temperature. 

^ '*The present contract is not sufficiently wide to admit of delivery of grades intrin- 
sically valueless, nor is it so narrow as to deter any reasonable trader £rom selling 
under its terms of delivery. It is a good contract, and if we meddle with it we might 
and probably would, ^ bring consequences of which the meddlers do not dream. 

I 'Of course, the spinners desire a narrower contract. Tliose who do not use any- 
thing lower than strict middling cotton would favor even a strict middling contract, 
but they do not seem to understand that the future contracts entered into around 
the ring can not possibly take the place of direct contracts for specific grades and 
staples made between themselves and spot merchants. The function of a future 
contract is to supply protection and not specific performance. It is an insurance 
policy. The insured under a fire policy receives remuneration for his loss, not the 
rebuilding of just such a house as his fancy might dictate. If the men who want 
insurance should pass a law which would reauire the underwriters to furnish a par- 
ticular kind of house in accord with the wimes of the insured, the result woula be 
that he would deprive himself of all insurance, because the underwriters would not 
write such a policy. 

"Of course, you and I and the producers want a high price for cotton, but if we 
drive the short sellers out of the market we will advance tne price of contracts with- 
out increasing the amount realized by the producer, and we will destroy a trade 
systeip which is and has been of the gre&test value in the problem of marlceting cotton. 

'^ I think, therefore, that we should let the contract stand as it is to-day and defer 
the consideration of any experiments until the trade situation shall have been ad- 
justed to a nearer approach to the normal. In the meantime We should try to reduce 
the patient's temperature by direct application rather than by monkeying with the 
thermometer. 

"With all good wishes, 

"Sincerely, yours, W. B. Thompson, 

^* Chairman Louisiana Divisixm,'' 

Mr. Comer addressed the Chair. 

The Presiding Opficee (Mr. McCormick in the chair). Does the Senator yield? 

Mr. Ransdell. I yield to the Senator from Alabama (Mr. Comer) for a question. 

Mr. Comer. The Senator has just read a letter from Col. Thompson . He is a member 
of the cotton exchange, is'he not? 

Mr. Ransdell. Yes. 

Mr. Comer. An ex-president of it? 

Mr. Ransdell. Yes, sir. 

Mr. Comer. Fully imbued, of course, with all the cotton exchange ideas. 

Mr. Randsell. Perhaps so, but a friend of the farmers, nevertheless, and above all 
an honest, patriotic man. 

To the casual reader or layman the Comer amendment would appear as an equitable 
contract to both buyer and seller alike, that is, a 50-50 proposition, but when care- 
fully analyzed it will be noted that the buyer has the right to demand delivery of 
one-half of the contract from the grades of middling fair, strict good middling, good 
middling, strict middling, and middling; that is, five grades, whereas the seller hag 
the option of delivering the other half of said contract from the grades of low middling 
and strict low middling, which are the only grades which he can deliver below mid- 
dling of the so-called low grades. 

Mr. Comer. Mr. President 

Mr. Ransdell. T will yield to the Senator as soon as I make this statement. 

Mr. Comer. Excuse me. 

Mr. Ransdell. But besides the five grades of middUng and above from which tiie 
seller is compelled to deliver, he may in addition tender good middling tdnged, strict 
middling tinged, and good middling yellow stained. However, the additional grades, 
with the exception of good middling yellow stained, always command a handsome 
premium over middling cotton and are generally known in tiie cotton trade as good 
grade cotton. The seller in the fulfillment of his option is entitled to use only two 
of the grades below middling. Therefore, it can readily be seen that only 20 per 
cent of the grades deliverable are those below middling and not 50 per cent of the 
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grades below middling, as would be indicated by the casual reading of the amend- 
ment. As an illustration, the average grade of the 1918-19 crop was below middling, 
and it is generally conceded by the trade that the 1919-20 crop, which record^ will 
be available by August 1, 1920, is lower than the preceding crop. 
I now yield to the Senator from Alabama. 

Mr. Comer. I just wanted to state that in the deliverable lower grades strict mid- 
dling tinges are of no better value, possibly, than strict low middling white. A tinged 
cotton and a stained cotton are not very desirable in the manufacture of goods, and the 
five lower grades, except the one, good middling tinged, are not desirable cotton, and 
there are four of them out of whicJi they have been delivering all these years, and I 
will state to the Senator that practically all exdiange deliveries have been made out 
of those four grades — low middling, strict low middling, strict middling tinged, and 
good middling. Mills call for these three grades: Low middling, strict low middling, 
and strict middling tinged. Whenever you get colored cotton it is not good for 
spinning. 

Mr. Ransdell. I do not know what effect color has on the spinning value, but I 
would not place my judgment against that of the Senator, who has had such large 
experience as a manufacturer. People who are experts in the matter, and in whom 
I have implicit confidence, assure me that these tinges are really more valuable than 
middling, and sell higher; but I may possibly have been misinformed. 

Mr. Comer. The Senator has been misinformed. A strict middling tinge is no 
more valuable than the strict low white. The price on the market this season has not 
been as good. I will just add this, that the four grades I mentioned are grades deliv- 
erable under all contracts, and it has been generally understood these were the grades 
that would be tendered, as the tender is of the lower grades. 

Mr. Ransdell. I repeat that all I know about the matter, is what I have been told 
by the president and two other very prominent members of the New Orleans Cotton 
Exchange, namely, that these other grades are above middling. That is a difference 
of opinion, however, and again, Mr. President, fortifies my argument that full hearings 
ought to be held on this bill. There is such a great dispute as to facts, so much differ- 
ence of opinion among the doctors. When all the doctors agree, they may put the 
patient to death without very mudi criticism by anybody; but if the doctors disagree 
seriously and the patient dies somebody is going to be criticized sharply; and I am 
afraid they are gomg to kill this patient on account of the wide diversity of opinion 
among themselves, unless the matter can be delayed and discussed very fully. I am 
sure the urbane and kindly chairman of the Committee on Agriculture will permit 
this matter to be postponed, for^n impartial hearing. 

He always wants both sides to be fully heard, and he never makes up his mind until 
he hears both sides. 

Owing to the shortage of labor it is likely that future crops for several years will be 
low grades, as it will be impossible to gather the crop before weather conditions lower 
the grades, and as only 20 per cent of the deliverable grades are below middling, it 
will be impossible to get sufficient good grades to warrant the selling of contracts as a 
price insurance or h^ge, and trading will soon become so restircted, particularly 
during the spring and summer months, when all of the good grades have generally 
gone into consumption, that the contract will cease to function. 

Senators, I b^ of you to remember that the legitimate and proper function of this 
contract is as a hedge, so called, or an insurance, as the ordinary man would under- 
stand it. Price insurance will be destroyed and a chaotic condition will exist for the 
producer, merchant, and cotton banker. As a result the market will be at the mercy 
of the spinner. 

Owing to the large number of low grades grown the Comer amendment is not suffi- 
ciently comprehensive and does not allow a sufficeint percentage of the low grades 
specified in the contract to be delivered. It is, therefore, of little use to the producer 
and I fear it will have a tendency to greatly reduce in price those grades below mid- 
dling. To the merchant who uses the Comer contract to protect his forward sales of 
actual cotton this contract has little value as a hedge or price insurance, for unless he 
can dispose of the low grades he may have received on the contract he will be unable 
to use the future market as a hedge or price insurance, for the cotton remaining in his 
hands is undeliverable without uie required 50 per cent of middling and above. 

As I have tried to indicate, where is he going to get that 50 per cent? There is so 
much low grade, how are you going to find 50 per cent of middling and abo'^e? 

If the Comer amendment is passed and put into immediate effect the trade will be 
completely demoralized, as all forward sales up to and including December have been 
n^de and hedged upon an entirely dififerent oasis of price insu^nce. 

All merchants' stocks have also been hedged on an entirely different basis of price 
insurance. The result of this confusion would be to greatly depress values of actual 
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<x>tton to the detriment of the producer, merchant, and cotton banker, and to the 
great benefit of the spinner. 

Another effect of the passage of the Comer amendment will be to greatly increase 
the ex{>ense to the producer of marketing his cotton, as the interior or country buyer 
who at present buys direct from the producer on his farm or on the country square 
of the small interior market would not buy any qualities below middling white, unless 
lie had an order for that specific quality, for he could get no price insurance on the 
grades below middling white or tinges above middling allowed in the contract without 
•carrying bale for bale of the grades of middling and above required by the Comer 
amendment. 

Mr. Comer. Mr. President 

The Presiding Officer. Does the Senator yield to the Senator from Alabama? 

Mr. Ransoell. I will yield in a moment. 

The economic evolution in the cotton trade has been enabling the farmer to carry, 
finance, and sell his cotton at home to the interior buyer. Under the Comer amend- 
ment the interior buyer is seriously handicapped so the producer will be compelled 
to consign his cotton to the commission merchant far from home, and must assume the 
many charges incident thereto in order to li^^hten the burden of financing. He is 
deprived of selling his cotton at home which is more remunerative. 

I now yield to the Senator. 

Mr. Comer. Who makes that statement? 

Mr. Ransdell. I make that statement. 

Mr. Comer. Yourself? 

Mr. Ransdell. Yes. That is my understanding. I gather it from my investiga- 
tion of the subject. 

Mr. Comer. I desire to know if that was spoken by an experienced person, an ex- 
perienced cotton man, or an inexperienced one. The reason I ask the question was 
oecause it is contrary to every fact in the case. 

Mr. Ransdell. I will answer the Senator by stating that these facts are given to me 
by members of the New Orleans Cotton Exchange. 

Mr. Comer. I thought so. 

Mr. Ransdell. I am not a member of that exchange; I am not a cotton merchant; 
I am not a cotton spinner; I am simply an humble farmer, who produces cotton, and I 
sell it the best I can. 

But while I am talking about the exchange, I want to say, Mr. President, that it 
seems to me, as it has always seemed, that the cotton merchants in New Orleans who 
sell my cotton — ^for I am obliged to sell through them very largely — on commissioD 
usually of 2jf per cent of its value have the same interest to get a good price for it that 
I have. The cotton exchange of New Orleans is very largely made up of the cotton 
merchants of New Orleans — I understand fully 50 per cent cotton merchants. I 
know W. B. Thompson and John M. Parker, the two gentlemen to whom I have 
already alluded ana of whom I shall speak again, are big cotton merchants. These 
men are interested in getting as high a price as possible for cotton. It stands to reason 
that if cotton brings 20 cents a pound, or |100 per bale, 2 J per cent thereon amounts 
to $2.50 per bale. If cotton brings 40 cents per pound, or |200 per bale, 2} per cent 
thereon nets $5 per bale. 

So these cotton merchants are interested in a big price for the product of the pro- 
ducer. But is the same true of the spinner? Is the spinner interested in paying an 
enormous price for cotton? It is perfectly natural — and I would pursue the same 
course if I were a spinner — ^for him to buy it as cheaply as he can, and certainly prudent 
business men who are spinners want cotton as cneap as possible. The grower, the 
producer of cotton, wants to get a good price, and the man who uses the staple wishes 
to buy it at a low price; the producer on the one hand versus the spinner on the other. 
The cotton merchant, the intermediary, the man who is paid a commission on his sale. 
certainly is very much interested in getting a good price for the farmer's cotton, and 
even if the merchants be the unscrupulous men that some gentlemen would make 
believe, even if the dealers on the exchange be such vicious persons, I would rather 
trust my little cotton crop to their tender mercies than to the tender mercies of the 
men who are going to spin it and sell it as woven goods. 

In connection with the same matter I wish to say that the Senator from Alabama 
fMr. Comer] has alluded frequently to the great cotton convention recently held in 
his State at the capital city of Montgomery. That convention passed a unanimous 
resolution that while they did not pretend to try to fix the price of cotton, nor did they 
attempt to say how much acreage snould be planted in cotton this year, nature having 
done that — ^in addition to the shortage of labor — ^but they did say that the spinners 
could well afford to pay at least 60 cents a pound for cotton when we consider the 
unprecedented pnce received for their manufactured articles. 



AMEND SECTION 5 OF COTTON FUTURES ACT. 



76 



Mr. Comer. Mr. President- 



Mr. Ransdell. I yield for a question. 

Mr. Comer. The only question I wish to suggest to the Senator is that he has con- 
founded commission merchant and the exchange. You sell your cotton through the 
commission merchant? 

Mr. Ransdell. I do. 

Mr. Comer. That is spot cotton. Exchange cotton is a different thing entirely. 
There is- no relation between the cotton merchant and the exchange at all—one selling 
spot cotton and the exchange merchant is selling or buying contract cotton. There 
is no relaticm at all. 

Mr.. Ransdell. I think there is a very close relation. I have known them in 
New Orleans for a great many years, and I never knew a commission merchant there 
who was not a member of the exchange and very closely connected with it. I have 
just read what one large merchant, Mr. W. B. Thompson, who is also a member of the 
exchange, has said. 

I yield further for a question only. 

Mr. Comer. The exchange transaction and the commission merchant transaction 
are two different things. 

Mr. Ransdell. Why adopt the Comer amendment, with its many dangerous 
features, when the country to-day is getting the highest price for cotton since the Civil 
War, and the producer, merchant, banker, and spinner are all reaping the benefits? 
Further, it was only on March 4, 1919, that the present contract was adopted and has 
not been in force one complete crop year. It has functioned normally and has con- 
tributed to continue the splendid trade conditions referred to above. It was amended 
for the purpose of creating a closer relationship between future contracts and spot 
cotton, and in this respect it has been eminently successful. I wish to call attention 
to the values of the current month since March, 1919, as recorded in the New Orleans 
contract market, and its comparative value to the quotation of middling cotton in the 
New Orleans spot market. 

Mr. President, I will not attempt to read the entire table showing that middling 
cotton in May, July, October, December, 1919, and January and March, 1920, were 
practically the same as the contract cotton for the same months, a difference of per- 
haps 1 cent; but I ask that it be printed in full. 

The Presiding Officer. Without objection, permission is granted. 

The tabulation is as follows: 



Date. 



May 26, 1919. 
July 14, 1919. 
Oct. 22, 1919. 
Dec. — , 1919 
Jan. 22, 1920. 
Mar. 18, 1920 



Middling 
spot quo- 
tation. 



Cents. 
32.00 
34.25 
36.88 
40.00 
39.75 
41.00 



Current contract 
month. 



May, 33.40 cents. 
July, 35.50 cents. 
October, 37.52 cents. 
December, 40.86 cents. 
January, 40.30 cents. 
March, 40.10 cents. 



Mr. Ransdell. This tabulation is not intended to convey the idea that the rela- 
tionship between spots and futures exists every day during the option of the months 
traded m, but does conclusively show that at some time during the life of the option 
the close relationship between spot^ and futures actually exists. 

The amendment of March 4, 1919, from the foregoing facts appears to have estab- 
lished the extreme relationship between contracts and spot quotations, and any effort 
to further restrict the percentage of grades tenderable would create a fictitious value 
for contracts; and wliile the Comer amendment would put up the price of future con- 
tracts, they would be of no value to the trade any more than the price of a specialaty 
like sea-island cotton, which is a very small percentage of the crop grown, reflects the 
price obtainable for the great bulk of the cotton crop. 

Discounts between near months and distant positions in the cotton market have 
existed for some time. I may mention that at times during preceding seasons even 
when cotton was as low as 9 cents per pound compartaive discounts existed. The 
explanation of this fact is purely psychological. At all times a great many consumers 
have no confidence in prices; therefore to induce them to buy to fulfill their commit- 
ments for a future date one must discount the price. The illustration above given of 
the close relation existing at times during the current month between spots and 
futures proves that those who have sold discounts have paid the penalty. This has 
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been the rule rather than the exception since 1914, the price of cotton continually 
advancing &bni below 6 cents per pound to over 42 cents per pound for middling 
cotton. 

Dealing in cotton is not an exact science, nor is the hedge afforded by the contract 
market a complete protection, but it is as good a price insurance as any insurance 
company would underwrite for fire or other risks. Further, the Smith-Lever bill 
as amended March 4, 1919, under section 10, permits the trading in specific grade con- 
tracts, and if any bu^er can find a seller who will sell him such a contract ux>on the 
exchfl^nges he is permitted to conclude such a contract. 

Mr. President, I ask permission to print section 10 as a part of my remarks without 
reading. 

The Presiding Oppicbr. Without objection, it is so ordered. 

The matter referred to is as follows: 

"Sec. 10. That no tax shall be levied under this act on anv contract of sale men- 
tioned in section 3 hereof if the contract comply with each of the following conditions: 

'' First. Conform to the rules and regulations made pursuant to this act. 

"Second. Specify the grade, type, sample, or description of the cotton involved in 
the contract, the price per pound at which such cotton is contracted to be bought or 
sold, the date of the purchase or sale, and the time when shipment or delivery of guch 
cotton is to be made. 

''Third. Provide that cotton of or within the grade or of the type, or according to 
the sample or description specified in the contract shall be delivered thereunder, 
and that no cotton which does not conform to the type, sample, or description, or which 
is not of or within the grade specified in the contract shall be tendered or delivered 
thereunder. 

" Fourth. . Provide that the delivery of cotton under the contract shall not be affected 
by means of 'set-off' or 'ring' settlement, but only by the actual transfer of the speci- 
fied cotton mentioned in the contract. 

"The provisions of the first, third, and fourth subdivisions of this section shall be 
deemed fully incorporated into any such contract if there be written or printed thereon, 
or on the document or memorandum evidencing the same, at or prior to the time the 
same is entered into the words ' Subject to United States cotton futures act, section 10. " 

"This act shall not be construed to impose a tax on any sale of spot cotton. 

"This section shall not be construed to apply to any contract of sale made in com- 
pliance with section 5 of this act." 

Mr. Ransdell. This contract you will perceive is infinitely stronger than that 
provide'd in the Comer amendment, but it was never intended and has never been 
used as a price insurance but to permit the trading in specific grades of cotton under 
the rules of the exchanges and the rules and regulations promulgated by the Bureau 
of Markets. 

Specific contracts permitted under section 10 are traded in largely between pro- 
ducers, merchants, and spinners, but have never been used as price insurance because 
no seller will undertake the restrictions of such a contract, and consequently no one 
can buy them across the pit. 

In the Congressional Kecord of April 17, Sixty-^xth Coi^ress, second session, 
Senator Comer, in discussing his bill, is quoted as follows, pa^ 6234 and 6235: 

"The exchanges have not sold a bale of middling cotton m years. They do not 
intend' to sell that kind of cotton. There has not been any middling or above deliv- 
ered to the exchanges for years. I say notwithstanding this, through the demand of 
the spinners for that class of cotton, the high grades are much higher relatively than 
the low grades, which do pass thrpu^ the exchanges. 

"The low grades pass through the exchange, and they themselves say it is too low, 
too comparatively low. The high g^ndes do not pass through the exchanges at all. 
The price is made by the demand, just like all other prices on all conunoditLes are 
made." 

Of course not: the Cotton Exchange of New Orleans does not buy, sell, or deal in 
cotton at aiL It is an institution through whose medium and rules and regulations 
under the supervision of the United States Department of Agriculture, trading is 
cotton is facilitated. I presume that the Senator from Alabama [Mr. Comer] refers to 
transactions nuuie on the exchange between members in receiving and delivering 
cotton on future contracts under section 5. 

May I ask the Senator from Alabama if that is not what he meant? Of course, the 
Senator did not mean the exchange itself dealt in cotton; he meant ccmtracts between 
members of the exchange. 

Mr. CoMBR. I also meant what I said in that ^)eech, that in tenderable cotton 
while the five upper grades were tenderable, it was not used for tender; that the 
lower grades wece used. For instnace, we got 200 bales this week, and I dare say there 
was not a single grade of middling and above. 
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Mr. Ransdbll. Does the Senator mean the lower grades were not certificated? 

Mr. Comer. Oh, yee; they are certificated, but die basis middling is so much 
lower than the price of middling that they deliver the lower cotton and let the higher 
cotton go by the boards. 

Mr. Ransdexl. I am glad to have the Senator's definition. In order to prove the 
inaccuracy of the Senator's statement, I submit the figures obtained from the Bureau 
of Markets of cotton classified and certificated from March, 1919, to December 1, 1919, 
on the Xew Orleans Cotton Exchange: 

Bales. 

Middling fair '. : 3 

Strict good middling 399 

Good middling 3, 226 

Strict middling 6,071 

Middling 5,866 

Good middling, tinged 232 

Strict middling, tinged 121 

Good middling, yellow stained 2 

15, 920 

Strict low middling : 3, 442 

Low middling 1,382 

4,- 824 

Grand total 20,744 

Therefore, it will be seen that out of 20, /44 bales, 15,920 bales of middling and above 
and 4,824 bales below middling have been certificated by the Bureau of Markets in 
New Orleans since the adoption of the Smith-Lever bill, as amended March 4, for the 
period above mentioned. This should dispel any idea that this exchange is used 
simply for the purpose of tendering undesirable low grades to depress the value of the 
balance of the cotton grown. 

I may mention that the Liverpool cotton market has adopted and is now trading in 
the same contract as that tradea upon in the American exchanges to-day under the 
Smith-Lever bill, as amended March 4, 1919, and there is no assurance that Liverpool 
would change their contract, assuming that Senator Comer's proposed amendment 
should become a law. I refer to Liverpool because over 50 per cent of our crop is ex- 
ported and is settled for through the rules of the Liverpool Cotton Association. Surely 
a large bulk of this business which has been put through for next fall and winter shoula 
at least enjoy the advantages of being finally liquidated without having the price in- 
surance on which the business was originally based entirely changed. 

Several large organizations have expressed their opinions on the Comer amendment. 
The board of directors of the American Cotton Association, in convention at Mont- 
eomery, Ala., during the week beginning April 11, instant, passed the following reso- 
lution: 

" Board of directors recommends this matter be referred to new committee on legis- 
lation enactment with instructions that said committee shall make a full investigation 
of the matter and make recommendations to executive committee. The executive 
committee shall instruct said legislative conmiittee in the premises after a full hearing 
has been given all parties in interest — " 

I hope the Senators will listen to this. The board of directors of the great American 
Cotton Association advise that a "full hearing " be given all parties in interest — 
"on the merits of the proposed legislation, due and proper notice of which hearing 
shall be given before action is taken by executive committee." 

Mr. Comer. Mr. President 

The Presiding Officer (Mr. Henderson in the chair). Does the Senator from 
Louisiana yield? 
Mr. Ransdell. Let me complete this statement, and then I shall yield. 
Mr. Comer. Very well. 

Mr. Ransdell. Notwithstanding this wise jwlicy sucgested by the board of directors 
the convention itself on its last day, with only a small percentage of the attendance 
present, passed a resolution by a vote of 16 to 15 indorsing the Comer amendment. 
The closeness of this vote indicates the great differences of opinion existing over this 
important question. 

^ 1 wish now to read an extract from a letter to me from Mr. T. J. Appleyard, jr., of 
New Orleans, campaign director of the Louisiana division, American Cotton Associa- 
tion, dated the 22a instant. I do not know Mr. Appleyard very well ; I have met him 
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several times, and he is a very agreeable gentleman. I do not think he is a citizen of 
Louisiana unless he has recently become so; but he is certainly a very bright, intelli- 
gent man. He states: 

"While the vote"— 

On the Comer amendment — 
''was not a representative one in that the attendance at the convention during the last 
day was simply a matter of about 50 men, and while the amendment was favored by 
the convention, so far as the vote by States was concerned, yet I can not feel that it 
in any wise represents an expression of the actual membership of the organization for 
this reason, that in totaling the number of members that each State is now supposed 
to have on its roster, by the vote of Arkansas, Louisiana, Mississippi, North Carolina, 
and South Carolina, 31,445 members expressed themselves as against the amendment, 
whereas Alabama, Florida, Georgia, Oklahoma, and Tennessee, voting in favor of the 
amendment, only expressed the opinion of 2,545 members of the association. Per- 
haps this may be interesting information for you." 

Then I have a verv brief extract from a statement made to me by Mr. W. M. Steele, 
of New Orleans, a former newspaper man of very high grade, who attended that 
convention as publicitv manager or director of the Louisiana division of the cotton 
association. Here is what he savs about that vote of 16 to 15. The Louisiana divi- 
sion. Senators, is a very large one. Here is what Steele says about the way the vote 
was obtained : 

"Questions arose as to the apportionment of the vote of the States, and no one 
seemed to have the correct or official apportionment. Finally the vote was taken 
on the basis of an undisputed apportionment in a vote of the day before, and resulted 
in the adoption of the indorsement by a vote of 16 to 15, as follows: 

"For amendment: Alabama, 3; Florida, 1; Georgia, 5; Oklahoma, 4; Tennessee, 3; 
total, 16. 

"Against: Arkansas, 3; l/ouisiana, 3; North Carolina, 3; Mississippi, 2; South Caro- 
,lina, 4; total, 15." 

According to the statement of Mr. Appleyard, the overwhelming majority of the 
members of the cotton association, represented at the convention, so far as the State 
rosters go, was against the amendment. It was carried by a majority of one. How 
was that majority secured? By allowing Tennessee 3 votes and giving to Mississippi 
only 2 votes. Everybody knows that Mississippi raises a great deal more cotton 
than Tennessee. That was an unfair apportionment. However, be that as it may, 
Mr. President and Senators, that vote of 16 to 15 indicates that, among the producers 
of cotton in the greatest cotton convention ever held in America — I had the pleasure 
of attending its sessions for three days, and I have never seen a better gathering of 
cotton growers, from practically every State in the South — ^at that convention there 
was a majority of only one favoring the amendment; and the directors of the asso- 
ciation at that great convention, passed by a practically unanimous vote — so far as 
I am informed — a resolution suggesting that the whole matter be referred to the 
future, and that both sides be given a chance to be heard. So it can not be said 
that the associatlDn went on record as favoring the Comer amendment. 

I now yield to the Senator from Alabama. 

Mr. Comer. I should like to ask if Mr. Thompson was not there and most active 
in the arrangement, direction, and management of the convention? 

Mr. Ransdell. Yes; Mr. Thompson was there, and he was very active indeed. 
Mr. Thompson is always found where there is being discussed any matter affecting 
cotton interests. When anything tending to promote the upbuilding of American 
cotton, production on the farm, and the interests of the farmer is under consideration, 
Mr. Thompson is the^e with his wise head and eloquent voice speaking for the Ameri- 
can cotton farmer. I have heard him time and again. 

Mr. Comer. And for the cotton exchange? 

Mr. Ransdell. Possibly he speaks for the cotton exchange; it would be strange 
if he should not, for he used to be president of the exchange; he is now one of its 
prominent members, and that exchange is one of the big institutions of the greatest 
city in the South. No man, however, can intimate or indicate that W. B. Thompson 
is not as honorable, high-toned a man and as strongly inclined to do right as any other 
citizen of America. I hope the Senator from Alabama does not mean to intimate 
to the contrary. 

Mr. Comer. He had a great deal to do with that convention; that is the very thing 
I am talking about. 

The Presiding Officer (Mr. Gay in the chair). Does the Senator from Louisiana 
yield to the Senator from Alabama? 

Mr. Ransdell. I yield to the Senator from Alabama for a question. 
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Mr. Comer. I have here a letter from ex-Senator Frank S. Wliite. who was a Mem- 
ber of this body, and one of the finest men of whom I know. He is running for election 
to the Senate to succeed the late Senator Bankhead. and I trust he wiU be elected, 
because I do not know of a better man. I will ask the Senator from Louisiana if he 
will allow me to read the letter now? 

Mr. Ransdell. I do not wish to ^ield my time for the reading of a long letter^ 
When the Senator replies to me, if he cares to do so, he can read the letter. 

The Presiding Officer. The Senator from Louisiana >'ielded to the Senator from 
.Vlabama for a question. 

Mr. Ransdell. I decline to x-ield mv time for the reading of a long letter. 

Mr. Comer. It is a short letter, and simply tells that Mr. Thompson and the ex- 
change crowd with' him took hold of that convention and ran it to the best of their 
ability. I should like to have the letter read. 

Mr. R.ANSDELL. The Senator can'^ut it in the Record in his own time. I shalf 
have no objection to his doing so; but I will say that I was at the convention, and Mr. 
Thompson was there and took a ver>' active part; but I can not conceive of anyone 
intimating that any man, no matter how able, could run that magnificent aggrega- 
tion of the bone and brawn and intellect of American cotton farmers. I myself would 
not dare to make anv such intimation, and I can hardly believe that the' ex-Senator 
from .\labama. Mr. White, whom I held in very high esteem when we were brother 
Memb'^rs of this bodv, has done so. The Senator, however, can put the letter in the 
Record, in his own time. ' I must proceed. 

Mr. Comer. I will be glad to put the letter in the Record. 

Mr. Ransdell. Mr. President, I wish also to read an extract from a resolution passed 
by the Mississippi Vallev Association, in convention at St. Louis on the 20th instant, 
just a few da\'8 ago. The resolution was adopted unanimously at a big convention 
composed of delegates from 28 States, the entire Mississippi Valley being represented. 
This is the resolution: 

**In view of the \dtal importance to the cotton producers and other cotton interests 
of the Mississippi Valley and that of the Nation, we respectfuUv request and urge 
that no final action be taken on the Comer amendment to the Agricultural appropria- 
tion bill without a full and public hearing." 

Senators, can such a request as that be denied? What caused our Revolutionary' 
ancestors to break awav from Great Britain 145 years ago? What caused us to enter 
into the mightv struggle which gave freedom to this Republic but the refusal on the 
part of Great Britain to allow us any hearing whatsoever in. the British Parliament, 
which taxed us without representation and without a hearing? The people of the 
Mississippi Valley ask for a hearing before Congress undertakes to repeal a most 
important law, a law which, to my personal knowledge, was considered for months 
and months before its enactment. We did not pass the Smith-Lever bill hastily. 
We considered it in the committees of the House and of the Senate; we considered 
it on the floor of each body for a long time. Members of the* Agricultural Committee 
know the absolute truth of my statements. Xow we are asked to repeal that important 
law by an amendment subniitted on the floor of the Senate for the first time, when 
Senators like Ellison Smith, of South Carolina, whose name, in conjunction with 
Congressman Lever's, was given to the great piece of legislation which it is now pro- 
posed to repeal, was absent from the Chamber; when Hoke Smith, of Oeorgia, was 
absent; and when I, too, was absent from my seat. I make no charge of any improper 
action on the part of the Senator from Alabama in bringing up the amendment at 
that time. He had a right to do so. It was perhaps our dut>' to have been here; but 
unfortunately we were called away. I am, however, simply stating the fact that we 
were not here, and this measure came up in our absence. It completely changes, 
I repeat, a most important piece of carefully considered legislation. It is not right. 
Senators, to put such a measure through without a hearing, and all we ask is that it 
be heard fully and fcdrly. 

I am not a specialist on these matters; the proposed legislation may be good; but, 
80 far as I have been able to study it, I do not think so. However, I may be wrong. 
I am in the position here of a lawmaker, willing to listen to all the arguments pro 
and con on this subject; willing to have a special contmittee, if necessarv', appointed 
to study it. It affects vitally the greatest money crop on earth, the cotton crop of the 
South, which for jrears has given this country such a wonderful balance oi trade ; 
and it is most unwise, unbusinesslike, and unstatesmanlike to legislate on a measiure 
of this magnitude without a full hearing of both sides. 

Mr. President, I will now read a few lines from a letter of Hon. John M. Parker, 
recently elected governor of my State, to whom I have just referred. It is dated 
Xew Orleans, Apnl 13, 1920, and is addressed to Hon. L. I^zaro, House of Representa- 
tives, Wacbington, D. C. It was published in full in the Congressional Record of 
April 19, page 6319, so I will merely read an extract from it: 
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Dear Dr. I^azaro: From what I understand of the Comer amendment, it provides 
that at least 50 per cent of any cotton tendered for delivery on contract in the New 
York or New Orleans markets shall be middling or above, the remainder to be of any 
other of the standard grades, at option of deliverer. This would tend to restrict the 
quality and character of cotton tnat is tenderable on contract and would naturally 
handicap tJte deliverer and benefit the receiver. The result would be a contract 
more favorable to the spinner and possibly less favorable to the producer. It would 
probably enhance the value of the contract as compared with the spot basis. 

Any further restriction as to the kind of cotton that may be delivered on contract 
will naturally make that much less ready outlet for the producer. 

Could anything be stronger from an nonest conservative than that statement of 
Governor-elect Parker? Furthermore, I am informed that at the Mississippi Valley 
convention in St. Louis on the 22d Mr. Parker delivered a strong speech and spoke 
in unequivocal language in opposition to the Comer amendment, insiting upoon delay 
in regard to it. 

Mr. Dial. Mr. President 

The Presiding Officer. Does the Senator from Louisiana yield to the Senator 
from South Carolina? 

Mr. Ransdell. I yield. 

Mr. Dial. My views on this amendment have already been expressed upon the floor 
of the Senate some time ago: but the Senator stated a while ago that he would as soon 
trust his interests to the cotton exchange as he would to the spinners of this countoy, 
the manufacturers, and I see occasional references in this letter of Mr. Parker's trying 
to create a prejudice against the mills. 

I want to say to the Senator that I am interested in milling myself, not only in 
farming but also in manufacturing, and that I know of no higher class of men in the 
United States than the presidents of cotton mills in the South. I know pretty well 
when this industry was started; I remember the first modern mill that was ever built 
in South Carolina* and I do not claim to be very old. The mills have been built up 
by home people, home capital, a large amount of it being furmshed by the farmers 
themselves, and they have conferred a great benefit on the producers in making a 
market for their cotton; so I resent any insinuation whatever. that the manufacturers 
are in any way tricky or in any way unreliable. 

I have no war to make on the exchanges, when conducted in a proper way, but the 
manufacturers of this country could not manipulate the market if they were disposed 
to do so. I do not deny that they want to make money, the same as the farmer, the 
same as the merchant, the same as the doctor or the lawyer or anybody else; but if 
they were disposed to try to take any undue advantage in buying cotton they could 
not do it. They have to compete with the world. The United States has to compete 
with England, and Liverpool, as the Senator knows, fixes the price of cotton. We 
compete with Japan and we compete with the whole world, and the manufacturers 
of tiie North are in the same position as those of the South. 

In our country, in my State, where we now manufacture about the amount of 
cotton that we raise — I do not think this enterprise has grown to such a great extent 
in the Senator's State; they have, I believe, a mill or two in New Orleans — ^in my 
country it is a great industry. We have large stockholders. The stockholders get 
together and they want to build a mill to benefit their community and to make a 
market for their produce. It is not only for their cotton, but for their trucking and 
other interests, and no other industry in modern times has developed the coimtry 
as manufacturing has developed the South. So his remarks, if he means any reflection 
whatever upon that kind of industry, are entirely out of place and uncalled-for and 
unjustifiable. 

Mr. Ransdell. Mr. President, the Senator from South Carolina can not point to a 
single word uttered by me in reflection on the spinners. I have not uttered one word 
in criticism of the spinners, and no one who heard what I have said could infer such a 
thing. I have said, and I repeat — and I have spinners in my State, though not as 
many as the Senator from South Carolina has— that the interest of the producer to 
get a good price for his product is one thing and the interest of the man who spins that 
cotton into cloth for sale is another thing. That is all I have said, and the Senator 
can put that in his pipe and smoke it, if he wishes. I have not intimated anything 
derogatory against the spinner, nor would I do so. I have tried to show that the cotton 
exchange is composed very largely of merchants who are interested in getting a good 
price for the cotton of the farmer, and believe I have shown to any fair mind that the 
spinner is interested in buying this cotton as cheaply as he can. I do not mean to 
reflect on anyone. 

Mr. Dial. Mr. President, I have such a high regard for the Senator from Louisiana 
that I did not suppose he would intentionally reflect upon anyone; but the colloquy 
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came about in his answer to the Senator from Alabama \Mi. Comer], in which he said 
that the Alabama Senator accused the cotton exchao^ of manipulation, and the 
Senator from Louisiana said that he would as soon trust his interests in the hands of 
the cotton exchange or the cotton broker as he would in the hands of the manufacturer. 

Mr. Ransdell. If the Senator considers it a reflection on the spinner to say that I 
would as soon trust these honorable men of my State as the honorable men of this 
State, I certainly have no excuse or apology to make for that remark. I stand by it, 
but I again say that I did not intend any reflection on the spinners. 

Mr. Dial, very well. I am glad the Senator did not mean any reflection. I did 
not think he did. 

Mr. Ransdell. I certainly did not; but I again say that I would rather trust my 
individual cotton to the hands of the men who are interested to get just as much as 
they can for it, because they sell on commission, than to people who are buying it 
to manufacture. 

Mr. Dial. Mr. President 

The Presiding Officer. Does the Senator from Louisiana further yield to the 
•Senator from South Carolina? 

Mr. Ransdell. I decline to yield further. Let the Senator speak in his own time. 

Mr. President, the Senator from Alabama has read from a letter of a nice man in 
the State of Mississippi, whom I know and esteem. He is a friend of mine — Mr. 
Helgason. I think he is mistaken in the views he has on this bill, but we can not 
all agree. I have here, however, a letter from another very g;ood man in Mississippi, 
Mr. A. B. Learned, of Natchez. Nobody in the State of Mississippi stands any higher 
than A. B. Learned. If the Senator from Mississippi [Mr. Harrison] w^^e here, or 
any of its Members of Congress, they would confirm what I say about him. He 
owns some property in Louisiana, but his home is in Mississippi. He is a big manu- 
facturer of lumber, as well as a banker and cotton grower. He wrote me from the 
city of St. Louis on April 19, 1920. I do not know what cotton-exchange people 
may have influenced him to write this letter. Perhaps he was enticed to do so by 
some of those fellows from New Orleans who belong to the cottbn exchange; but, at 
any rate, he wrote this letter: 

Hotel Statlbr, 
St. Loui^y Mo., April 19,^ 1920, 
Senator Joseph E. Ransdell, 

Senate Office Building, WashingUm, D* C. 

Dear Senator: I just had my attention called to the fact that Senator Comer 
has introduced an amendment to the Agricultural appropriation bill, and that it has 
gone to conference, which, if it becomes a law, will require that 50 per cent of cotton 
tendered on contracts must be of a grade of middling or above, and 50 per cent below 
middling. 

As a cotton planter of your State — 

I think this gentleman owns some plantation property over in Concordia Parish 
and possibly some in Tensas Parish — 

it strikes me that this would be extremely detrimental to the interests of the growers. 
To get the other side of the matter, I asked my friend, Mr. J. W. Sanders, who manages 
and practically owns the cotton mills at Meridian, Kosciusko, Yazoo City, and 
Natchez, what he thought of it. He replied that it would be strictly to the interests 
of the cotton mills manufacturers, but would be very detrimental to the grower. 
The differential between the price of middling and low middling is now about 8 cents, 
while the actual spumable difference is only about 2 cents or 3 cents. Mr. Sanders 
confirms my opinion that the 8-cent differential would be very greatly increased if 
the Comer amendment became a law. 

Your own experience the last few years has shown you that frequently the crop 
will not go as much as 50 per cent middling and above, and the last two years it has 
been much less than 50 per cent. Yet, under the Comer amendment, all in excess 
of 50 per cent would be outlawed. 

I ^nsh you would think this matter over seriously, and if possible see that the 
cotton-growing interests are given a full hearing before the amendment is allowed 
to become a. law. 

Sincerely, yours, 

A. B. Learned, 

Natchez, Miss. 

88098— 22— PT 1 6 
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I now ask permission, without reading, to insert in the Record an able editorial 
on this subject, entitled "Comer praises his pet," which appeared in the Times- 
Picayune of New Orleans under date of the 27th instant. 

The Presiding OFFicfeR. Without objection, the editorial will be printed. 

The editorial is as follows: 

[From the Times- Picayune, New Orleans, La., of Apr. 27, 1920.] 
COMER PRAISES HIS PET. 

Recently the Times- Picayune went to the defense of the cotton interests of the 
South in opposition to a measure, both fathered and mothered by United States 
Senator B. B. Comer of AlalMima, designed to permit cotton spinners to skim the 
cream off of the cotton crop and leave the milk as a by-product in the farmers' hands, 
without a definite market and minus the protections now thrown around many hun- 
dreds of thousands of bales of merchantable, spinnable cotton. As we exc^ained in 
our editorial. Senator Comer is a prominent —a millionaire— spinner, ana the tenn 
"spinners' contract" was long ago accepted as a trade term in the cotton business 
meaning but one thing — a contract worded to place the whip handle in the mill 
man's hand whei^ewith to drive those who plow and plant and work and harvest the 
South's ^eat crop. 

We pomted out some reasons why the Alabama legislator was taking an astigmatic 
view of the South's interests, and in our position, we scarce need add, we are in accord 
with the great majority of the cotton growers of the South. Those who take Senator 
Comer's view are very largely those near enough the cotton-mill districts of the 
Appalachian slope to come under the influence of mill domination. 

Our editorial evidently touched the quick, for the Senator arose in the Senate 
Chamber and went into an extended discussion of his proposed measure and '^ strafed" 
violently all who would not remain blind to the trap set by his reenforced "spinners' 
contract." 

The Senator's argument, and a one-sided discussion by others from the mill sector, 
brought out no new facts, and by their involuticms and deviations managed to avoid 
the real point of our criticism. In fact, we only wish we commanded editorial space 
to ^ve the Senator's talk paragraph by paragraph in order to point out seriatim 
their faulty reasoning. 

The germ of his defense, apparently, was that the exclusion from tenderability 
on contract of cottons grading below middling would tend to stabilize contracts by 
forcing spot cotton and futures into a closer unity of price. This, Senator Comer 
said, would make hedges safer and, as he saw it, would benefit all branches of the 
trade. 

Now, if the latter fact is true, pray how \70uld tJhe planter benefit who, bv the 
chances of season and fate, had produced a crop of cotton that would grade below 
low middling and middling? According to the "Comer rider," this cotton, in spite 
of the fact that Senator Comer's own six cotton mills do spin such staple, would 
remain in the planter's hands until taken at their own |»nce by buyers from the 
Avon dale Mills or some others of their kind. We say "at their own price," because, 
having grown cotton grading below the tenderable limit, the planter would be unable 
to protect his holdings by hedges, and without such hedges could not borrow on his 
holdings and await a better market. 

One of Senator Comer's first statements was that his company had made use of 
25,000 bales of hedges during the season. Presumably this was not done merely as 
a pastime but because such transactions had a value — as, indeed, they most cer- 
tainly had — and yet by means of his "rider" the Senator is striving to take away 
from the trade at large the possibility of such hedges in transactions involving many 
hundreds of thousands of bales of cotton now protected under the Lever law. 

In his effort to make a point the speaker returned to an outworn attack on the 
cotton exchangeSj although his own statement as to the value of the hedge was enough 
in itself to disprove the old contention. Indeed, one has but to hark back to those 
distressful months at the beginning of the war, when the exchanges were closed, 
to recall in what an impasse the planters found themselves when there were no ex- 
changes open to serve as a clearing house for cotton prices. We recall the "buy a 
bale " campaign, and the values that went almost to nothing at all because there 
existed no machinery to harmonize beliefs and melt them into that consensus that 
would determine price. 

"It is buying and consumption," said Senator Comer, "that make the price. It 
is not the power of tendering it on the exchange." 

In reply to that, and in its disproof, we have but to quote the statistics showing 
that the spread between good ordinary and middling cotton in 1918, when the former 
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own interest ib as a cotton producer. I do not entertain the idea that there is anything 
sinister in the amendment or that it is designed to operate in favor of Hie spinners. It 
is a pleasure to find a law proposed by one who has made a careful study of the subject, 
as you have evidently done. The ends which we both desire are the same. 
"Cordially, yours, 

"Lb Roy Percy." 

Mr. MosBS. Mr. President, will the Senator yield to me for a question? 

Mr. IUnsdell. In just one second I will yield. I wish to inaorse most heartily the 
rlosing paragraph of tfiis letter of Senator Percy. I know not whether the amendment 
is going to produce good. I c€9i»inly do not believe that the able and honorable 
Senator from Alabama had any sinster motive in offering it. I am certain that he did 
not. I am making no chaige against the spinners. I am simply asking that this great 
question be studied with care, every opportunity being given to both sides to be heard 
before it is acted upon. 

I now yield to the Senator from New Hampshire. 

^Ir. Moses. I understood the Senator a short time ago to state that at a convention 
of cotton growers held last week in Alabama it was set forth that the manufacturers 
could well afford to pay 60 cents a pound for their product. 

Mr. Ransdell. I said that they passed a resolution saying that in substance. They 
did not state cotton ought to bring 60 cents a pound, but that, considering the prices at 
which the manufacturod products aro being sold, the manufacturers could well afford 
to pay 60 cents a x>ound for raw cotton. That was said in that convention. 

Mr. MosES. In the course of the discussion which took place in that convention was 
there given any basis of cost of production of the finished textiles which led to that 
ronclusion? 

Mr. Ransdell. I did not attend that meeting of the convention, and can not say 
whether there was or not. I know that a great many people were tiiero from the big 
('otton manufacturing States of North Carolina, South Carolina, Georgia, Alabama, and 
^[i3BiB8ippi, all of which manufacture a considerable amount of cotton. I met some of 
the manufacturers myself, but I was not present at the meeting whero this resolution 
was passed, and I can not say what discussions wero held in regard to it. 

Mr. Moses. Nor can the Senator state whether the manufacturers who were there 
offered any protest against this effort? 

Mr. Ransdell. I can not say that. All I know is that the resolution was passed. 

Mr. Moses. I merely wish to remark, Mr. President, that if that price were to obtain 
for cotton, I happen to know of a single manufacturing establishment in the State 
which I have the honor in part to represent where the raw material for a year's supply 
would be increased about $30,000,000, if such an increase should take place as the 
Senator has indicated. 

Mr. Ransdell. In conclusion I wish to state that the Smith-Lever bill as amended 
March 4, 1919, is the result of several years of careful study and consideration of the 
subject and tlutt the cotton-future market and the cotton trade generally, including the 
producer and spinner, are enjoying a x>eriod of great prosperity. 

I am opposed to the Comer amendment, for I maintain that it will have the opposite 
eSect upon the producer than that which Senator Comer contends. If such a bill is 
enacted into law, the trading in price-insurance contracts will become so restricted as 
to ultimately destroy entirely the functions of cotton exchanges as useful and necessary 
bodies in the trade at large. 

The Comer amendment should be given a general hearing of all interests in every 
branch of the cotton trade before the proper committees of Congress. If after such a 
hearing and due investigation it is founcf that it has the merits claimed for it by its 
author and adherents, it should be enacted into law. On the contrary, if it has no 
merit, and I contend tliat it has not, it should be discarded, certainly for the preset. 
»*♦♦•«• 

Mr. Comer. The Senator from Louisiana quoted extensively from State Senator 
mcy. I will say that the Senator from Mississippi [Mr. Habrison] told me that 
i^enator Percy was opposed to the bill, and I wrote to Senator Percy, who is a friend of 
mine—I am very fond of him— to know about it and indosed a copy of the amendment 



sentence of Senator Percy's letter: 

'However, I do not believe that any erave disaster would result from the adoption 
of the amendment." 
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Note that: 

'* However, 1 do not believe that any grave disaster would result from the adoption 
of the amendment. ' ' 

If that statement is true — and the Senator quoted it from him and said he was smart 
enough to know what he is talking about — that contradicts every statement the 
exchanges have made — every one. If that statement is true, if Senator Percy has 
diagno^ the case right — that the amendment is not sinister, that it will not hurt the 
exddange — ^then I ciwiige that the wliole aiigument ^lls to the ground as a result. 

The Senator has quoted him as a guide in the matter; he has quoted him as one who 
is competent to guide; and yet he says the amendment is not sinister; but in every 
aigument the exchanges have made- they say t^ amendment is sinister; that it will 
destroy the cotton exchanges and do great injury to the cotton business. That is 
what they say. The Senator from Louisiana has quoted ex-Senator Percy inju- 
diciously. I uiink he made a mistake in quotine him at all. He said : 

''My own interest is as a cotton producer. I ao not entertain the idea that there is 
anything sinister in the amendment or that it is designed to operate in favor of the 
spinners." 

And yet these are the very things they have been asserting. The whole fabric of 
the opposition is based on tne amendment being sinister and operating in favor of 
spinners. I repeat, the Senator from Louisiana quoted ex-Senator Percy injudi- 
ciously. 

Mr. Ransdell. Has the Senator from Alabama finished quoting the letter of ex- 
Senator Percy? If so, I desire to ask him a question. 

Mr. Comer. Anything the Senator from Louisiana desires to ask me I shall be very 
glad to answer. He was very kind to me the other day, and he may ask me anything 
he pleases and take as much of my time as he desires. 

Mr. Ransdell. I thank the Senator from Alabama very much. The Senator says 
that I have quoted Senator Percy incorrectly. In reply I desire to state that I quoted 
ex-Senator Percy's entire letter. The Senator from Alabama will admit that, will he 
not? 

Mr. Comer. Yes, sir. 

Mr. Ransdell. I quoted every word of the letter except a personal allusion in the 
closing paragraph in r^ard to the Senator from Alabama hunting with ex-Senator 
Percy, and 1 knew the Senator from Alabama did not desire that I should include that. 
However, I quoted everything that bore on this subject, and let us now see whether 
I quoted him incorrectly. He says: 

I believe that the amendment to the present contract would make dealings fewer 
and the frequency of -transactions on the exd^nges is beneficial to tiie producer 
simply as afiording information as to prices and their fluctuation. Since the present 
contract has been made " — 

I assume that he alludes to the Smith-Lever law contract. That law was passed in 
1914, reenacted in 1916, and an amendment to it adopted in 1919. I assume that that 
is what he means by '* present contract.'' 1 continue reading from his letter — 
"there has been no breaking of the market on tenders in any considerable amount of 
spot cotton. To make the contract harder to fill for tlie seller would lessen the number 
of transactions, and would in all probability make the contracts reflect a higher value 
than the average value of spot cotton that the trade has become accustomed to; further- 
more, the trade has become accustomed to the present contract, and it is the same 
contract which is in use in Liverpool. I do not believe it would be made a better 
barometer in reflecting the prices of the actual cotton by the amendment." 

It seems to me woi^ds could not indicate more plainly than those that ex-Senator 
Percy is opposed to the amendment of the Senator from Alabama. He thinks that if 
the amendment should be adopted it would not afford a "better barometer." He 
does add the words to which the Senator refers, that he does not believe the Senator's 
motives were sinister, and I desire to say to the Senator from Alabama that I do not 
believe his motives were designing. I believe he was perfectly sincere. Ex-Senator 
Percy says that as a producer of cotton he does not tiiink the contract would be 
bettered; that the amendment would make it more difficult of fulfillment; in conse- 
quence would lessen the number of transactions on the exchanges; and finally destroy 
tne contract to which the trade is accustomed — ^the same contract used in Liverpool, 
the cotton center of the world. Those are the important points of his aigument against 
the Senator's amendment and explain why I read the letter. Ex-Senator Percy, well 
versed in the trade practices, is a very able man and a very laige producer of cotton. 

Mr. Comer. Mr. President, I am very glad that the Senator from Louisiana does not 
think my motives were sinister or douDt my perfect sincerity in the matter. 
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In reference to the question as to whether or not it would reduce the number of 
selleiB) that is not a very great factor anyway. I do not myself believe there would be 
as many gamblers on the market; I mean tliat class who only go in when they have an 

('unlawful advantajge, which is not unlike a marked card or loaded dice game. I 
myself do not believe that there would be a greater combination to bear the market. 
Tfiat is the very thing against which we are ^jhting. If you want to encouni^ sudi 
[^gambling in cotton it eaa be accomplished under the present system. This is why 
the exchanges are fighting the amendment, but if it is desired to secure fair dealing 
and stabili^ prices, so tmit anybody can go into the business with peifect safetyTl 
mean so to as the gambling is concerned, uien we should amend existing legislation; 
and the amendment whidi 1 have offered is not detrimental to any intoest. 

I am glad the Senator from Louisiana has again laid stress on the letter of ex-Senator 
Percy; but if the Senator will excuse me, he did not read the letter accurately. He 
said that I had not done anything which was sinister, but the letter itself says that the 
amendment is not at all sinister. Mr. Percy says the amendment is not going to hurt; 
he means the amendment will not hurt the exchanges themselves and noming can 
hurt them so long as there is honesty in business. That is just exactly what the 
amendment is meant to accomplish. 
Mr. Ransdeix. Will the Senator yield for a question? 

The Presiding Officer. Does the Senator fnmi Alabama yield to the Senator from 
liouisiana? 
Mr. Comer. Certainly. 

Mr. Ransdell. The Senator continues to emphasize the point against gamblers. 
Does he mean to say that ex-Senator Percy is a gambler in cotton? Is that the pur- 
port of Uie Senator's argument? Ex-Senator Percy is very much oppo^ to the 
amendment of the Senator from Alabama. Now, does the Senator from Alabama 
pretend to say that ex-Senator Percy is a gambler? Mr. Percy says he is a producer 
of cotton, and he makes the point that, as a producer of cotton, he is opposed to the 
Senator's amendment. 

Mf, Cc^er. Mr. Percy certainly is not the kind of gambler that this amendment is 
dedgned to checkmate. 

Mr. Ransdell. It may be that some of us who are producers of cotton also bet. I 
rather think the Senator from Alabama himself said he had bought some futures. He 
told us about a trade between himself and one of the New Orleans merdiants, in 
which he said, in substance, that he had been treated very badly by that merchant, 
from whom he bought 100 bales of cotton. I tried to get the Senator to tell the Senate 
who sold him that 100 bales, but he &tiled to do so. So ex-Senator Percy may be a 
speculator, but he could hardly be called a gambler, I imagine. I should very much 
aislike to have that term applied to him. 

Mr. Comer. Mr. President, I am glad the Senator from Louisiana has mentioned 
the transaction in New Orleans to which I formerly referred. I am going to state the 
figures to the Senator, if he please. 

Mr. Ransdell. I shall be delighted to hear them, but I wish the Senator would first 
tell me whether ex-Senator Percy is a ^mbler. 

Mr. Comer. The Senator from Louisiana must not be personal, if he please. I will 
ask him, however, if he ever knew a man from the Delta of the Mississippi who was 
not a gambler or sportsman enough to take a chance? 

Mr. Ransdell. I can look into the mirror and see one. I live in the Delta of the 
Mississippi, and I am not a gambler. 
Mr. Comer. The Senator must feel very lonely sometimes. 

The hundred bales of cotton of which I siwke and concerning which the Senator 
inquiros were bought through the Howell Cotton Co., of Birmingham, Ala., and were 
deUvered through Lowrey & Co. at New Orleans. I should like to have the Senator 
pay particular attention to the figures I am about to read. 
Sir. Ransdell. I shall be delighted to listen. 
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The total was 97 bales, but the weight made it 100 bales. 

Mr. Sheppard. From what document has the Senator been reading? 

Mr. Comer. I have been reading from the absolute sales sheet from New Orleans 
of the lOO-bale contract as delivered at New Orleans. 

Mr. Sheppard. Under a contract which the Senator had previously made? 

Mr. CoMBR. Yes, sir. 

Mr. Sheppard. And what the Senator has read shows what was actually offered 
him on the contract? 

Mr. Comer. Yes; what was actually delivered. 

Mr. Sheppard. To the Senator on uiat contract? 

Mr. Comer. Yes; on that contract. We shipped the cotton to the mill at Sylacauga 
and manufactured it. We have mills there that can manufacture any giude. What 
I have read shows the multiplex assembly and character of cotton tliat was actually 
delivered according to a copy of the sales sheet which has been in the Bureau of 
Markets since last year, I mvself having secured a copy from the Bureau of Markets. 

Mr. Sheppard. Can the Senator put in tiie record at this point the contract which 
he made originally, so that we can compare the contract itself with the figures he has 
given? 

Mr. Comer. The contract was for 100 bales of May cotton, bought imder the original 
Smith-Lever bill as amended in 1916 and delivered within the terms of that law. 

Mr. Bansdell. Mr. President, will the Senator vield? 

The Prbsidino Officer (Mr. King in the chair). Does the Senator from Alabama 
yield to the Senator from Louisiana? 

Mr. Comer. I yield. 

Mr. Ransdell. I should like the Senator to tell us how many bales of that cotton 
were not spinnable. Was not all of that cotton spinnable? 

Mr. Comer. 1 mil go into a full explanation of that. There are mills that can spin 
anything. In our miUs, as I have stated heretofore, we can spin anything from waste 
to strict good middling. We have two mills which do not use anything below strict 
middli^, and if any of this cotton were shipped to them we could not have used a bale 
of it. We have tliree such mills now, which altogether have 80,000 spindles, and if 
we had shipped every single bale of this cotton to those mills they could not have 
used a bale of it. There are many mills, Senator, that could not have used one single, 
solitary bale of this — ^not one bale — and when they tendered this cotton, miade up as 
you see it was, it was tendered with the knowledge that it could not be used. 

Mr. Ransdbll. May I ask how many mills the Senator has that he says could not 
use that cotton? 

Mr. Comer. I say our company has three mills that could not use it. 

Mr. Ransdbll. ^uld it be used by any of your mills? 

Mr. Comer. Yes, sir. 

Mr. Ransdbll. How many of your mills could use it? 

Mr. Comer. My own company? 

Mr. Ransdbll. Yes; or your affiliated companies. I do not know how many mills 
you really have. I understood that you had quite a number — 8 or 10, is it not? 

Mr. CoMBR. Our company has eight. I put that in the Record the other day. 

Mr. Ransdbll. How many spindles? 

Mr. Comer. About 200,000. 

Mr. Ransdbll. You say this cotton could have been used by some of your mills? 

Mr. Comer. Yes, sir. 

Mr. Ransdbll. Then, Senator, could it have been very bad if some of your mills 
could have used it? 

Mr. Comer. That is not the question. The average mill could not have used it. 
The average cotton mill could not have used a bale of it. 

Mr. Ransdbll. But, Mr. President 

Mr. Comer. Wait a minute, please — and when you sell to the trade any industrial 
commodity that can not be used by the average man, it is wrong. 

Mr. Ransdbll. It was all spinnable cotton, though? 

Mr. Comer. Spinnable, yes. 

Mr. Ransdbll. And some of your mills could have used every bale that was ten- 
dered to you? 

Mr. Comer. Surely. 

Mr. Ransdbll. All right. 

Mr. CoMBR. That cotton was from New Orleans. Here is a statement of some 
cotton that we received from New York. It was about the same time, and I will 
be candid with you. The futures act was in controversy, and we made the fight 
two years ago, and we pubUshed statements in the different papers of Georgia, Alabama^ 
and South Carolina, and we carried the fight to the Agricultural Department. 
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Mr. Houston was Secretary at the time. Anybody is at liberty to take that cor- 
respondence and print every line of it. We were nghtinj? for the people's rights, 
which were being disregarded. 

We took up cotton on two contracts in New York and one in New Orleans for the 
special purpose of showing Congress what was being done under the law of the land, 
'niat is what we did it for. We did not have to take the cotton at all, but we wanted 
to have you see just wh)ftt was going on, and we ^nt copies' to the Senaftors from South 
Carolina [Mr. Smith] and Georgia [Mr. Smith] to show Congress just what was going 
on; and we demanded, as citizens and representatives of the business of this oounta^, 
that we should be protected in the right to do a straight, square business. That is 
what we did. We took up two contracts in New York. I will read from the sale 
sheet 

Mr. Ranbdbll. Mr. President, will the Senator permit a question? 

The Presiding Officbr. Does the Senator from Alabama furUier yield to the Sen- 
ator from Louisiana? 

Mr. Comer. Yes, sir. 

Mr. Ransdell. In order that we may understand the matter clearly as we go along, 
I wish the Senator would explain whether, in getting supplies of cotton for nis mills, 
he purchases on a specific contract, in which he sets out the exact number of bales 
and kind of cotton he desires, to wit, middling, or strict middling, or good middling, 
or strict good middling, or middling fair, or low middling, and so forth. Does he make 
a specific, definite, concrete contract to be delivered, so many bales of particular grade, 
or does he depend upon ^tting supplies for his mills in the future market, on which 
the basis of the contract is middling^ 

Mr. Comer. Just as ^ou said just now, Senator. You read Mr. Thompson's letter 
to Wannamaker, in wmch he declared that the function of the exchange was not to 
deliver cotton, but that it was insurance to protect the transactions in cotton. That 
is what it is for. We buy contracts for insurance or protection, and up to this time I 
want to show you how closely it was done. Up to April of last year, for quite a while, 
the exchange market had been running pretty fairly well along with the cotton market; 
but commencing in Ma>[ the drop was 5 cents at one time, $& a bale. It came like a 
thunderclap on our business; and I say to you, Senator, that a law that allows such 
transactions as that is wrong. 

Mr. Ransdell. Will the Senator kindly answer my question? 

Mr. Comer. Yes, sir. 

Mr. Ransdell. I say, assuming that you need 10,000 bales, or 50,000 bales — I do 
not know how many bales your mills would use; probably 50,0()0 bales — ^if you needed 
50.000 bales, then would you make specific contracts to be delivered, those 50,000 
bides of particular grades, a certain number of bales per month, or — repeating my ques- 
tion — ^would you depend upon getting them on a future contract, in the future market? 

Mr. Comer. We could either ourselves hedge in the futures market, buying that 
much cotton for such months ahead as we would like, depending ourselves on buying 
direct, or from such sources as we saw proper, the spot cotton that we needed, and 
as the spot cotton was acquired could sell tne hedge. In that event there would be 
no specific grade contract; again, we frequently buy specific grades from a dealer at 
a specific price, either made on a futures basis month or an absolute price which he 
has figurea as based on a futures month; and this is really the ''cream'' of the stabilized 
market, because just as he can safely depend upon the futures market correlated 
with the spot market, then to such an extent would his contract be insured or 
noninsured. 

Mr. Ransdell. Then, do I understand the Senator to say that he makes specific 
contracts or that he does not? 

Mr. Comer. We do not make specific contracts on the exchange. 

Mr. Ransdell. I do not mean on the exchange. I mean for the cotton which you 
need in your business, this 50,000 bales. 

Mr. Comer. Thousands of bales of it; yes, sir. 

Mr. Ransdell. You make specific contracts? 

Mr. Comer. Thousands of bales, yes; but not on the exchanges. 

Mr. Ransdell. You do not buy on the exchange, except, I presume, to insure or 
hedge against your actual transactions? 

l/u. Comer. That is right. 

Mr. Ransdell. You use it, then, as a medium of insurance? 

Mr. Comer. To be sure. That is what it is for. That is its fimction; and let me 
tell you. Senator, since you have brought up that question, this last year we all thought 
that the Smith-Lever bill was going to do. We all thought the amendment had ac- 
complished its purpose and the contract market went along smoothly imtil last fall. 
Last summer and early fall the exchange prices were running along with the spot 
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K)tton pricee, and there were thousands of dealers who sold middling and above, 
l)ased on the exchange price. They sold cqtton, and then bought futures; but in 
ess than 60 days there was a revolution in the exchanges. Spot middling and above 
idvanced from 200 to 300 points. It went up just like this; and those unfortunate 
lealers trusting your law for j>rotection had sold spot cotton middling and above, 
)asis contract middling, depending on the propter functioning of the exchanges, because 
if the last amendment to the Smith-Lever bill lost tens of thousands of dollars, all 
)ecause the exchanges failed to function as Mr. Thompson says they should. 

It was wrong. It was wrong. They had insured in the exchanges. They had a 
ight to expect the exchanges to function in the way the law intended they should 
iinction and the right to believe they were protected. Not merely in my section of 
ihe country but all through the country those people who trusted in the exchange 
narket as it existed then, and sold the higher grades of cotton, middling and above, 
luffered because they did not anticipate that the exchanges would permit this great 
ii£ference between the middling basis and the middling spots — a difference that was 
acticiously accomplished. 

Mr. Ransdell. Mr. President, will the Senator yield? 

The Pkbsiding Officer. Does the Senator from Alabama further yield to the 
Senator from Louisiana? 

\li. Comer. Certainly. 

Mr. Ransdell. When you make a contract for middling and ask for specific de- 
livery of the 100 bales under your contract, or the 1,000 bales under your 10 contracts — 
I believe 100 bales is called a contract, is it not? 

Mr. Comer. Yes, sir. 

Mr. Ransdell. Now, assume that you have made a contract for 1,000 bales, let us. 
say, of middling, and the New York Exchange or the New Orleans Exchange attempts 
to deliver you a certain percentage of that in low middling, for example, or strict low 
middling, will they not pay you the difference, the commercial difference or a fair 
difference, between the vwue of low middling and the value of that which they 
deliver? 

Mr. Comer. If they paid the commercial difference, the differences as actually 
exist in the spot market and which the Smith-Lever bill intended, it would be right. 
It would straighten out the whole transaction, but they vary the differences between 
the grades and the actual difference in the spot market so much that no man can take 
account of it or guard against it. 

Mr. Ransdell. You mean the trouble is in the practical application of the matter, 
then? 

Mr. Comer. Yes, sir; I mean when you bring it down to practical application, they 
are not there. That is what I mean. 

Mr. Ransdell. You mean they do not treat you fairly? 

Mr. Comer. That is just exactly what I mean. The contract market as at present 
conducted admits of fictitious differentials between the grades of cotton tendered for 
delivery. 

Mr. Ransdell. If they do not treat you fairly at the present time, may I ask how 
you expect to get fair treatment even if your amendment should be adopted? 

^fr. Comer. The amendment secures that one-half of the contract shall be middlii^ 
iDd above, the tendency will be to make the basis of this contract on the actual spot 
price middHng instead of basis spot price middling, as at present. The present 
contract basis middling is seciured by getting the spot prices from actual spot sales 
from 10 spot markets on 10 different grades and from it compositing the differentials, 
making the basis middling, which is impossible. 

* * -if -N- * * it 

Mr. Ransdell. Mr. President, would the Senator from Alabama permit me* to ask a 
question? 

Mr. Comer. Certainly. 

.Mr. Ransdell. I wish to ask the Senator from South Carolina what would be the 
effect in the case he stated if the amendment of the Senator from Alabama be agreed 
to? How would it materially improve the situation? 

Mr. SaffiTH of South Carolina. The only thing in the premises, I take it, that the 
Senator from Alabama is striving to do is to so relate the spot and future markets that 
vhen one goes up the other goes up, and when one goes down the other goes down. 

Mr. Comer. Tnat is where they belong. 

Mr. Smith of South Carolina. I knew that was what the Senator was attempting to 
do. But as to what effect the amendment would have 

Mr. Ransdell. That is what I am trying to get at. 

.Mr. Smith of South Carolina. As to ]ust what effect the amendment may have on 
the general price of cotton is problematical, just as it was problematical when I had it 
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restricted to 10 grades. I expected more benefit in a way, but I had not properly 
discounted the effect of the Government order. However, it remains to be seen; I 
do not know just what use those who deal in it will put it to. 

Mr. Ransdell. May I ask one other question in line with this? 

Mr. OoHER. Yes. 

Mr. Ransdell. The Senator from South Carolina, I ti^e it, has been as great a 
student of this subject as we have in the'countr^r — certainly the most attentive student 
of it in the Senate — and he says that in his opinion the effect of the amendment would 
be verv problematical. I imagine from that sts^tement by the Senator that although 
he X)ernaps has thought a great deal about this matter, and notwithstanding his great 
knowledge and mastery of the subject, he must be in the greatest doubt as to whether 
or not we should adopt the amendment. 

Mr. SinTH of South Carolina. I frankly admit that I am a bit skeptical at this stage 
of the game of gratifying results from almost any law we may pass, for the reason that 
it seems as if there is some way found to evade the specific intent and purposes of thp 
law. 

But the purpose for which I rose was to ask the Senator from Alabama if it was his 
intent in the amendment to so legally bind the spot and future markets together as to 
make it impossible for one to rise without the other rising, pair fashion, and the decline 
of the same? 

Mr. Comer. I can answer immediately — ^the very minute that this goes into effect 
as a law, that then the contract market would base on the middling market or very 
near to it. At present it is basis middling, which can, as I just showed you, be 4 or 5 
cents a pound under the spot market. Tnis will make it basis spot market and basis 
middling. You will have practically one 4)asiB. That is, I tnink it will operate 
that way. 

Going on with my statement, on March 24 New Orleans had changed positions with 
New York about 4 cents a pound. Something was wrong, was it not? Then here is 
the 22d May, New York 40.91, July 38.85. It had changed 2 cents. Then, on April 
29, May was 40.20 New York, July 38.20, and New Orleans was 39.20, a cent lower, 
and it had been running anywhere from three-quarters to a cent and a half higher. 

The i)oint is this: New York is now largely functioning, and functioning very close 
to the spot market. Is anything hurt by that isuct? Do you not know it helps them ; 
that if by any means it could be Siecured that New York and New Orleans should 
function toge&er on the spot market, then the trouble would be over? 

Mr. Ransdell. Does the Senator think that as a result of his amendment, should it 
be agreed to, that the differences between the spot and the future markets would 
become practically the same and that we would have in the futures market substan- 
tially the same differences as in the s]X)t market? 

Mr. Comer. That is what we are trjring to do. 

Mr. Ransdell. Suppose that should be the result; I ask the Senator if that would 
not so restrict the market that dealers would not invest in tiiese future contracts? 
Would it not contract and narrow it in such a manner that people would not desd in 
futures, and therefore the Senator would lose the very insurance tiiat he is seeking to 
secure? 

In other words, he would kill the goose that lays the golden eg^, which seems so 
important to his mills. The Senator finds that he must nave an insurance and an 
insurance medium. The exchanges are the insurance medium. If he so narrows the 
contract as to restrict and tie the hands of the people who wish to gamble, if you please, 
or to speculate, who buy contracts from timte to time on the market, will tney not be 
prevented from taking the risk of underwirtiag the insurance or guaranty the Senator 
finds so important and essential to his business prosperity? 

Mr. Comer. The only business that will be restricted is the gambler who insists on 
a market allowing marked cards, loaded dice, with which the game is to be played. 
That is the man we are trying to get rid of, but it will certainly help legitimate trading. 
In other words, it wiU multiply the business men who will want to insure their 
business by legitimate hedging. 

Mr. Ransdell. I should like to assure the Senator that if he can convince me that 
the cards are marked or the dice loaded, I shall i:)e delighted to assist him in enacting 
any law. that will prevent such dealings, for I certainly nave no more in common with 
transactions of that sort than he has. However, I believe the Senate ought to 
be assured that in attempting to eradicate this alleged unconscionable system of 
trading Uiat it does not deliver the death blow to legitimate and necessary business 
on the exchanges, which, according to the committee report on the cotton futures 
act, stand as "me only buffer between the helpless producer and the powerful buyer 
of his product" — the spinner. 
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Mr. Comer. Convince you? Here you are, sir. We sold, if you remember, 200 
bales in New York. This was delivered through Carpenter <& Co. ; nice people. They 
<lid not buy the cotton. They were simply our brokers, our commission house. They 
took up for us 100 bales of cotton in New York, and here is what they took: Six bales 
of strict low middling, 11 bales of low middling^ 22 bales of strict good ordinary, 3 
bales of good ordinary, 4 bales of strict middling tinge yellow, 14 bales middling tinge, 
31 bales of strict low midclling tinge, 14 bales low middling tinge, 1 bale of middluig 
stains yellow, 1 bale of strict middling stains blue, and 2 bales of middling stains 
blue. That makes 109 bales. What do you think of that kind of delivery? 

I will show you the sequence of that transaction. We both wrote and wired them 
to sell that cotton, that we could not use it, but they could neither sell nor exchange it. 

We telegraphed them: 

'' Please see if you can get offer to exchange the 109 bales spots for all white cotton, 
say, average middling; nothing below strict low middling. '^ 

They wired back: 

** Premium on white cotton probably 5 to 6 cents over July. Trying to get offer of 
«K)me kind on your contract." 

We wired them: 

"Want to know if you can exchange the 106 bales spots for all white cotton; nothing 
below strict low middling, and at what difference." 

They rei>lied : 

"Impossible to exchange your contract for white cotton." 

Then we wired them: 

"Is there no spot dealer willing to make the exchange at a price? Would appre- 
ciate effort to get offer." 

Here is what they answered: 

"No one willing to make such an exchange. Best thing to do deliver hundred 
six bales on contract and buy hundred bales of spots in open market." 

* * The best thing you can do is to sell contract and redeliver 106 bales of spot cotton . * * 
That is what Carpenter & Co. advised, and that i^ what we did. The above ^me was 
played with loaded dice. ' 

Mr. Ransdell.. Mr. President, mv only observation on that is that I know nothing 
whatever about the transaction to wlhich the Senator alludes, but there is a possibility 
of unfairness and injustice being practiced under the terms of virtually every law. 
No matter how legislation may attempt to prohibit these practices in the business 
transactions of the world, some men will conduct them in a way not equitable to all 
parties concerned. 

As the Senator read that list, some of those bales of cotton were not deliverable 
under the contract. Some of them were below low middling. They actually tried 
to deliver some cotton which could not be delivered, which was not tenderable. 

Mr. Comer. That was before the last Smith-Lever Act amendment. 

Mr. Ransdell. Perhaps so. Then good ordinary was deliverable at that time. 

Mr. Comer. I have given this to you straight from the bat, and it is not business 
and should be unlawful. 'Even under the amended law the Bureau of Markets makes 
the exchange prices bv compositing prices as described from 10 spot markets. Think 
of Retting reliable daily prices from 10 spot markets on 10 different types of cotton. 
It is absolute nonsense. It is like the new way they measure the (distance to the 
fixed stars, as I said the other day. They guess one-fourth of the distance and multi- 
ply it by 4 . When the Bureau of Markets attempts to make a basis price, or composite 
price, from 10 spot markets on 10 different grades it is nonsense. 

Mr. Ransdell. How ought they to do it? 

Mr. Comer. 1 am going to ask the secretary of the Bureau of Markets to limit to 
five. It ought not to be over four. The fact of the business is it ought to be delivered 
on the commercial price, spot price; if we are tendering on a basis price, basis price 
should be middling of the market and not a factitious middling. It is too contemp- 
tible to think of. 

Then you talk about exchange deliveries. There is a great deal said about getting 
cotton from the exchanges. I have Bpoken here as earnestly as I know how and made 
it as clear as I possibly could that cotton does not come from the exchanges. The 
exchange is simply an index of the price, yet we have men of fine sense who will 
gnively aigue with you that if you put this amendment in it will be impossible for 
tbem to deliver the cotton. The exchange propaganda gravely asserts this, and they 
blow it is moonshine of the flimsiest character. 

} will tell you how much cotton New York has had certificated this year — ^it sold 
nullions of bales of contracts. It certificated 7,676 bales, and yet they will gravely 
^rt that cotton is delivered through the exchangee. There is not one of them that 

does not know it is not true. 
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Spot cotton is not bouf^ through the exchan^. A future contract is a hedge 
against the market, and you go where the cotton is to buy it, and you buy the spot 
cotton at the market price. The excliange does not make the price. It can not make i 
the price, and it has no right to try to make value. The exchanefes are going out and 
sa3ring abroad in the land, '"Pass this law and you outlaw a whole lot of low-grade 
cotton and cause thousands of people to suffer. "*^ That is the sheerest nonsense, and 
they know it. It does not inlaw nor outlaw any cotton. 'When a man gets up and 
gravely asserts that it is the spinners' contract, and against low-grade cotton, that man 
ought to have his head examined; that is, if he is a business man. It is not true, and 
it can not be true. 

You heard the Senator from South (.'arolina (Mr. Smith) sav a while ago that cotton 
was bought and sold on the basis of supply and demand. That is true. That is the 
only market for cotton, and it is the only market for anything. 

Mr. Ransdell. Will the Senator >deld for a further question? 

Mr. (*OMEK. Certainly. 

Mr. Ransdell. The Senator, as I understand, says tliat when anyone asserts that it 
is a spinners' contract he ought to have his head examined. 

Mr. Comer. Surely. 

Mr. Ransdell. I nave not made that assertion, and so, of course, I know the Senator 
has not applied the remark to me. 

Mr. (/OMER. I am not applying anything to the Senator. 

Mr. Ransdell. But the assertion was made in a number of the letters and tele- 
grams which I read several days ago. Now, I want to call the Senator's attention 
merely to the headlines of the Montgomery Journal of Saturday, April 10: 

''Senator Comer's speech before the Senate April 3, 1920, amending the cotton- 
futures act, stabilizing futures values and making them approximate commercial 
value, discouraging violent speculations and erratic differences between contract 
market and spot cotton. 

''Senator Gronna, who is chairman of the conference committee, in q^uestioning 
Senator Comer, declared that the decision in conference will depend entirely upon 
the representatives from the cotton States. 

"The question is, Will they favor the farmer or listen to the exchange gamblers' 
propaganda? 

'^Farmers and others interested should take immediate action." 

The article seems to occupy five and a little over one-half columns — ^practically a 
whole page — of the Montgomery Journal of April 10, and at the bottom I see the word 
' * Advertisement. ' ' 

I should like to ask the Senator from Alabama, without intending to be personal in 
the least, if that speech of his was paid for by the producers, by the cotton exchanges, 
or by the spinners, and in whose interest that advertisement was inserted in the Mont- 
gomery Journal? 

Mr. Comer rose. 

Mr. Ransdell. If the Senator wishes, I will make one question of the whole, as I 
have two or three other similar articles here. ^ 

I will now read from the Montgomery Advertiser of Friday, April 16. The head- 
line is: 

"Paper by B. B. Comer read before the convention of the American Cotton Asso- 
ciation." 

It occupies nearly three and a quarter columns. At the bottom it is marked "Ad- 
vertisement," and purports to be an address by the Senator from Alabama, which was 
read before the convention of the American Cotton Association in Montgomery, Ala. 

I read next from the State, of Columbia, S. C, of Thursday morning, April 29, 
1920, as follows: 

"senator comer's speech before the senate, APRIL 17, 1920. 

"Senator Comer's speech before the Senate, April 17, going very thoroughly into 
every objection to his proposed amendment to the cotton-futures act — ^trying to stabil- 
ize contract cotton with spot cotton, making the contracts more truly represent spot 
values — ^he shows that the cotton exchanges are trying to reach and prejudice Members 
of Congress by propaganda telegrams from various interests incited by them endeavor- 
ing by every possible means to maintain their speculative advantages by which they 
have gerrymandered the price of cotton for years, gathering unwarranted gains. The 
exchange propaganda makes all kinds of absurd statements, dogmatic and impossible 
of proof; using every effort to create prejudice between producer, dealer, and spinner; 
holding themselves up as the guardian of the farmer and trying to make the laws 
governing their relation to the handhng of this greatest of world products. Farmers, 
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legitimate dealers, take notice. The issue is the gamblers^ interest against yours. 
The exchanges are using every method to control your representatives. Will you be 
idle?" 

Those are the headlines in large letters, at the head of this article, which occupies 
all of one page of the State, Columbia, S. C, of the 29th of April, except a fraction 
over one>half column. At the end of it is printed the word ' ' Advertisement. ' ' 

Now, I again ask the Senator whether these three advertisements — ^and I presume 
others, for I have understood that similar advertisements were published in the papers 
of other States as well as those of Alabama and South Carolina — were paid for by the 
spinners or by the cotton producers or by the cotton exchanges, and if so, what was the 
purpose? Whom have the producers got to meet in this propaganda? 
^ Mr. Comer. Mr. President, I am glad the Senator from Louisiana has called atten- 
tion to this matter. The Senator has not all of the papers in which this publication 
was made? 

Mr. Ransdell. No; there are several others, I think, but I have not the papers here. 

Mr. Comer. We are trying to have similar articles published in Dallas; in Okla-- 
homa; in Little Rock; Memphis; Atlanta; Macon; Baleigh; Greensboro, N. C.; Green- 
\dlle, S. C; and Columbia, S. C. 

I will state fiurther that last year we ourselves made the propaganda, and we published 
articles in the papers of Georgia, Alabama, South Carolina, and North Carolina. That 
is one reason why those States to-day know what they are doing; that is why they realize 
the situation. We did not publisn articles in Louisiana, Arkansas, Mississippi, and 
Texas and other States, and that is one reason that the people in those States are not 
acquainted with the issue. If we had gone to those States last year and showed the 
conditions as they were, then we would not now have so much trouble. 

Mr. Ransdell rose. 

Mr. Comer. The Senator will wait a moment if he please 

Mr. Ransdell. Certainly. 

Mr. Comer. That was last year. This year we paid for the publication of the matter. 

Mr. Sheppard. To whom does the Senator refer when he says ** we"? 

Mr. Comer. The Avondale mills. 

Mr. Ransdell. The Senator means his own mills? 

Mr. Comer. I mean our own mills. Not one dollar was collected anywhere else . 

Mr. Sheppard. The Senator means there were no other contributors? 

Mr. Comer. I will say to the Senator that I mean we conducted the whole thing. 
If we get a stabilized contract it will be worth a very great deal not only to our mills 
but to everybody with whom we have business. As regards my own feeling about 
such matters it is different from that entertained by some others. 

I made a fight in Alabama for a better freight rate, for better conditions for the people 
who live and labor in the State, to change it from a reactionary State and make it a 
progressive State. I have spent 10 years of my own time and $50,000 of my own 
money to do that. I thought it was a service well rendered, and I shall never regret 
a dayof the time or a dollar of the money expended nor shall I regret the effort I have 
made if this amendment shall be carried through, taking care as it does of every man 
who raises cotton, of every man who deals in cotton, or who manufactures cotton. 
That is the ultimate object of the amendment, and I do not care who he is who, asserts 
to the contrary, he does not know what he is talking about. 

Of course, that is the object of the amendment. From whom does the cotton mill 
buy the cotton? From the dealer. From whom does the dealer buy it? From the 
producer. When the cotton exchanges send out their propaganda to arouse prejudice 
against those peoole, why are they doing it, and what for? Is it to help the farmer, to- 
help the dealer? They never work for those causes. 

Mr. Ransdell. May I interrupt the Senator? 

The Presiding Officer Does the Senator from Alabama vield to the Senator from 
Louisiana? 

Mr. Comer. Certainly. 

Mr. Ransdell. The Senator just stated tliat he carried on this propaganda last year 
and this year in North Carolina and South Carolina and hence the people of those 
States were educated. 

Mr. Comer. I forgot to siy that we did not get into North Carolina very much, but 
we got in there to some extent. 

Mr. Ransdell. You got into South rxroliui? 

Mr. Comer. Yes, sir. 

Mr. R.\N8DELL. The Senitor certainly had the advertisement in a Little Rock 
paper, in North Carolina papers, and in South Carolina papers; and yet the States 
that voted against his amendment at the great cotton convention in Montgomery, 
AlsL,, a short time ago were Arkansas, I^ouisiana, North Carolina, Mississippi, and 
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South Carolina. So certainly those States which were educated by the Senator's 
articles did not go with him on that vote. 

Mr. Comer. The president of tliat convention was Mr. Wannamaker. The first 
telegram I published in the Record in regard to this matter was from Mr. Wanna- 
maker at the very beginning of this controversy, strongly ^voring the amendment, 
standing for it, and wishing it success. That telegram is published in the Record 
and Senators can read it for themselves. 

Mr. Wannamaker voted against the amendment at the Montgomery convention. 
Why did he vote against it? Because he said he did not want politics brought into a 
cotton convention; that is why. The day I received the telegram that the cotton 
convention had voted 15 to 16, I read the names of the States voting, and I asked 
the Senator from South Carolina [Mi. Dial], ' 'Is not South Carolina for the amend- 
ment?" He said, **It certainly is"; and to-day I understand that every Repre- 
sentative from South Carolina stands for it. By the way, I promised to read a letter 
concerning that convention. 

Mr. Ransdell. I will be very glad to hear it. 

Mr. CfoMER. It is from ex-Senator White. The Senator, I think, knows who he is. 

Mr. Ransdell. I know him very well. 

Mr. Comer. He is one of the nicest men I ever saw. 

Mr. Ransdell. He is a fine man. 

Mr. Comer. And one of the fairest men I ever knew. He was a representative at 
that convention . By the way, he is a candidate to succeed the late Senator Bankhead , 
and a better man could not be elected. 

Reading Senator White's letter: 
* * We had a very stubborn, and, I am inclined to think, unscrupulous opposition ' '— 

Does the Senator from Louisiana hear that? 

Mr. Ransdell. Yes. 

Mr. Comer. I repeat: 

' 'We had a very stubborn, and, I am inclined to think, unscrupulous opposition. 
The resolution inaorsing the amendment was referred to the committee on resolutions, 
which was stopped against us. The committee lost the resolution." 

He means they lost the paper — 
"When we learned this we got the legislative enactment committee to originate an 
indorsement of the amendment. Had a favorable report to the board of directors, 
then had the board of directors indorse it, which was accomplished with diflSculty. 
' We finally had a test vote, then on a recount we got one majonty " — 

On a recount, on the test vote, there was one vote counted against it that did not 
belong there, and on the matter being called to the attention of the Chair the question 
was brought back and carried in favor of the resolution — 

* 'After this action was obtained the resolution committee found the resolution and 
put in a report referring it to a committee to investigate and report at the next session 
of the association; this meant to chloroform it. When the committee reported I 
moved to amend it on the floor of the convention by inserting an indorsement of your 
resolution, the. chairman saying that the matter would be acted on in a few minutes 
by the board of directors, and that then it would come up in the convention. When 
the board of directors reported they chloroformed it by referring it to the committee 
for investigation." 

Did.the Senator from Louisiana ever hear of that kind of procedure? 

Mr. Ransdell. I have heard of such things happening. 
^ Mr. Comer. It does not sound like the report the Senator read the other day, does it? 

"I moved to amend the report by indorsing the amendment, after two or three 
hours' fight on the floor, in which Col. Thompson, ex-president of the New Orleans 
Exchange, urged that the matter be postponed, saying it would injure the association." 

Mr. Ransdell. May I ask the Senator if he wishes to pursue that line further, 
or shall I ask him a further question now in regard to these articles? 

Mr. Comer. I want to explain them further. 

Mr. Ransdell. All right; I will not bother the Senator. 

Mr. Comer. I did not answer you enough on that. 

Mr. Ransdell. I shall ask my question later, then. 

Mr. Comer. Senator, I differ, I believe, with some folks on those things. When- 
ever I was trjdng to serve the public, it was not a question of expense. It was a ques- * 
tion of whether or not service could be rendered; and if it took ten times what it cost 
to make this fight before the people, if they would understand, we would think it 
money well spent. I am one of those who do not believe that everybody has to be 
selfish all the time, and in reciting these facts to you, they are not dogmatic. There 
is no dogmatic assertion. Everything, every single, solitary thing, that I assert 
I can prove. What I am stating here is the result of actual experience in the proposi- 
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tion. I am giving you experience. I am not giving you dogmatic assertions^ or 
propaganda, or anything of that kind. 

Mr. Ransdell. Mr. President, would the Senator mind saying how much he has 
expended on this propaganda? It must have cost a great deal. 

Mr. Comer. How much would you think, Senator? 

Mr. Ransdell. I should think a good many thousands of dollars. If I should insert 
an advertisement taking up a whole page of a big daily paper, I would expect to pay 
a large sum of money for it. I imagine you must have spent a good many thousands 
of dollars. 

Mr. Comer. Senator, there is this difference: When you insert anything, that is a 
political advertisement. This is a commercial advertisement, you understand. 
They are two different propositions. 

Mr. Ransdell. Perhaps so. 

Mr. Comer. Anybody can see that it is a commercial advertisement. Anybody 
can see that this does not redound to my benefit, you understand. It is to work out 
a principle, for the protection of what? That thing that we ought to have had years 
ago— the protection of the cotton of the South, the cotton business of the world. 

Mr. Ransdell. Mr. President, will the Senator permit another question at this time? 
I believe the Senator agrees with me that the Baltimore Manufacturers' Record is a 
fair index of conditions in the South, and usually is an impartial paper, is it not? 

Mr. Comer. I should think so. 

Mr. Ransdell. Has it not been a great champion of the South, especially the cotton 
industry of the South, for many years? 

Mr. Comer. I think so. 
i Mr. Ransdell. I find on page 79 of the Baltimore Manufacturers' Record for the 
i 29th of April this statement: 

' '* enormous profits op southern cotton mills. 

''The Tucapau Mills, of Spartanburg, S. C, one of the big cotton manufacturer 
of the South, has just declared a stock dividend of 303 per cent, and the Spartanburg 
Herald reports that $850 a share was bid for the stock of this company. The Easley 
Mills, of Easley, S. C., has also declared a stock dividend of 3Q0 per cent, payable in 
preferred stock, jdelding 7 per cent a year. The Saxon Mills has declared a stock 
dividend of 100 per cent, and other mills are reported as likely to declare large stock 
dividends. 

"While the amazing prosperity of the cotton-mill industry is adding enormously 
to the wealth of the South, these great dividends show that the cotton mills could 
have paid a much higher price for cotton and still have earned enormous profits. 
Unquestionably, the cotton producers have not had a fair division of this prosperity. " 

Now, I want to ask the Senator — and if it is not a fair question I will with(utiw it~^ 
if the Alabama mills have made profits in the same proportion as the South Carolina 
mills, and if the cotton producers of Alabama have reaped anything like the same pro- 
portion of profits that the cotton mills of Alabama have realized? 

Mr. Comer. In answer to your question, Senator, I think the cotton mills every- 
where have been prosperous. Referring to one of the great items that you mention 
there, however — the dividends declared — I wish to say that if you take a mill of 100,000 
spindles erected three years ago the increase in the cost of that mill to-day is 300 per 
cent. 

It costs four times as much to build a mill now as it used to. For the last mill we 
put up we paid $1.58 a spindle; to-day the price is $6.50 a spindle. The last cards 
we put up was $400 a card, and to-day the price is $1,400 a card; and if you happen 
to have any of that property the increment of increased value puts the per cent up; 
of course it does. Then, besides that, you take construction: The first mill we built 
cost $4.50 per thousand for brick; to-day the price of brick is $20 per thousand. The 
price of lumber was $9 a thousand; the price now is around $80 a thousand. Those 
things are going along. But, Senator, I am not talking about the prosperity of the 
exchanges. We want the exchanges to be prosperous and we want the cotton mills 
to be prosperous. We want the exchanges to stabilize; to let the law of supply and 
demand indicate value — the value of commerce — and not a, factitious and fictitious 
value. That is what we want. We do not begrudge them any earnings whatever. 
We do not care what they earn; we want to see the whole country prosperous — ^not 
one section, but every section. 

Mr. Ransdell. Mr. President, will the Senator yield for a question? 

Mr. Comer. Certainly. 
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Mr. Ransdell. I want to say to the Senator that I am delighted that these mills 
have made a big profit. I hope his mills made as big a profit in proportion as these 
South Carolina mills. My only regret is that the cotton growers did not make much 
profit. I know I did not. I certainly did not pay any income tax on my cotton crop 
fast year. 

The cotton convention which we have talked about so much passed a resolution 
saying — and that was unanimous, Senator; I do not think there was any dissent on 
that — ^that, while they would not attempt to specify any price for cotton, the cotton 
mills could well afford to pay 60 cents a pound for it instead of present prices, con- 
sidering the enormous profits they have made. Now, it seems to me in all of this 
discussion that we ought to look a little after the producing end of this proposition as 
well as the spinning end. 

I am standing here in my humble way not only to defend the Cotton Exchange of 
New Orleans, but particularly that great industry in which I myself am engaged, the 

groduction of cotton. It is mv only business. As I said several days ago in speaking 
ere, I am not connected with the exchange. I live more than 300 miles from New 
Orleans, and rarely get there. I have not been on the floor of the exchange in years. 
but I am tremendously interested in the production end of the cottcn industry; and 
when I see the statement made by representative conventions that the cotton mills 
could afford to pay 60 cents a pound, and when I read to the Senator a statement 
published in this great journal that three mills of S6uth Carolina declared stock 
dividends of over 300 per cent last year, and then the Senator goes on and talks to 
me about the evils of the exchange, I can not help thinking that the Senator ought to 
explain somewhat why those mills were making that enormous per cent in this day 
of the high cost of living, at this time when there is so much talk about profiteering, 
when somebody has recently inaugurated a scheme to add further profits to the cotton 
mills by persuading everyoody to use overalls, when everyone knows overalls are 
made of cotton. Of course, I know the Senator did not do anything of that kind, and 
I do not charge that it was done in the interest of the cotton mills, but it certainly is 
one of the direct results of that program. If everybody wears overalls, there will be 
more demand for cotton products. 

Mr. Comer. All goods that are sold. Senator, even cottop goods, even overalls, are 
sold in the world's mi^ket on the basis of supply and demand, and the cotton mills 
have been doing the same thing. That is exactly what they want the exchanges to do. 
We want them on the supply and demand market, the world market. That is what we 
want. There is nothing else to it than that. 

Now, to prove to the satisfaction of everybody that the exchanges do not deliver 
cotton, that they were never intended to deliver cotton, and the falsity of all this 
stuff to the effect that if you pass this amendment then the exchanges wilj be knocked 
sky-high, because they can not get the cotton to deliver — ^that is what they say^I am 
going to read you, Senator, the amount of cotton certificated in New York this year on 
the New York Cotton Exchange. 

Mr. Sheppard. Mr. President, may I ask the Senator a question there? 

Mr. Comer. Certainly. 

Mr. Sheppard. Do you mean by "certified" sold through the exchange? 

Mr. Comer. No; that was turned in for sale. 

Mr. Sheppard. Was it sold? 

Mr. Comer. Some of it was. Some of it was delivered. You know they had a 
squeeze in March, Senator. They were selling cotton the last of February at 36.52. 

Mr. Sheppard. Who tmmed that in, and how did they get it? 

Mr. Comer. Oh, they bought it on the markets of the world . You buy it anywhere. 
That is where you get cotton, on the markets. 

Mr. Sheppard. Do you mean that the members of the exchange bought it? 

Mr. Comer. I do not mean the members of the exchange. Anybody can sell 
cotton on the exchange, but you have got to have it there to deliver, provided you 
want it delivered. Most of them do not calculate on delivery. 

Mr. Sheppard. Does some committee on the exchange do the certificating? 

Mr. Comer. Oh, no; the Government does. It has to be seven-eighths of an inch 
staple, a certain color, etc. The Government does that. We bought cotton some yeais 
ago, 2,000 bales; we paid for the tender in the spring, and it was delivered to us in 
August . That was the time when they found this indictment against Patton, Ha3mefi, 
Brown, and others. The total cotton certificated in New York in January was 2,336 
bales; in February it was 666 bales; in March, 3,090 bales; in April, 1,584 bales. A 
total of 7,676 bales certificated for delivery. That was in New Vprk. 

I believe you read the other day, Senator, that New Orleans had 20,744 bales. 

Mr. Ransdell. I think you are correct, 20,744 bales. 

Mr. Comer. Of which 15,920 are higher grade cotton. • 
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Mr. Raksdell. That is correct. 

Mr. Comer. I want you to keep that right square in your mind. 

Mr. Ransdell. Very well. 

Mr. CoHER. Senator, last week we had 200 bales delivered to us through the New 
Orleans Exchange. We were carrying quite a bit of cotton. We did not believe 
^ey would tender, but they did tender 200 bales, and here is what they delivered. 
You recollect saying that two-thirds of the cotton down there was high grade. They 
delivered to us of the 200 bales — ^there were 210 bales, because of the light weight — 
strict good middling, 1 bale; good middling, 5 bales; strict middling, 1 bale; midaling, 
1 bale. That was the high-grade cotton out of that 15,000 bales they delivered. Then 
strict middling tinges, Sbales; low middling, 199 bales. That made 210 bales. They 
gave us 8 bales of high grade, 3 bales of tinges, and 199 bales of the lowest grades. 
They did not disturb their higher grade cotton. 

Mr. Ransdell. Will the Senator^yield? 

Mr. Comer. Certainly. 

Mr. Ransdell. Will the Senator please tell us how much difference they allowed 
him between the values of those low grades they tendered and middling cotton on 
those dates? 

Mr. Comer. Yes, sir; and there is where the trouble comes in, too. I am glad you 
asked the question. I have the comparative differences — New Orleans and New York. 
I am loaded for bear to-day. 

This is from the Bureau of Markets. The exchange difference in New Orleans is 
now 9 cents between low middling and middling. The difference between mid- 
dling and low middling in New York is 7.20. There is a difference of If cents between 
low middling in New York and low middling in New Orleans. Who ever heard of a 
condition like that being fair? One and three-quarters cents between the prices, 
according to this, of New York and New Orleans on low middling. Not only that 
but worse than that, because New York Exchange middling is a cent higher than New 
Orleans, which makes 2f cents difference; and. Senator, you agree to this amendment 
and that thing will be impossible, and it ought to be impossible. 
• Mr. Ransdell. Mr. President, will the Senator answer my question? 

Mr. Comer. Anything. 

Mr. Ransdell. The Senator has not answered my question yet. 

Mr. Comer. What is it? 

Mr. Ransdell. I have asked the Senator what difference was allowed him by the 
company which tendered him these low grades of cotton of which he complains. 
What was paid him in the way of a difference between middling, the basis of the con- 
tract, and the cotton which they actually tendered to him? 

Mr. Comer. Senator, I have just told you. I told you 9 cents in New Orleans. 

Mr. Ransdell. The Senator spoke of just one grade there. He said those were 
the differences between New Orleans and New York. But he has never yet said 
whether it was a New York contract or a New Orleans contract, and I can not tell horn 
his statement what they did actually pay him, and whether the difference was a fair 
one or not. If the Senator received the full amount of money due him, I take it he 
certainly has no complaint to make. Was the Senator swindled in the transaction? 
Was the matter negotiated so that the Senator actually lost money on his contract? 

Mr. Comer. When 39.80 was the price in New Orleans, and we got the low middling 
at 9 cents off, that would make it 30.80 in the New Orleans exchange market for the 
low middling. That low-middling cotton was worth that price anywhere. The 
man who put that cotton through the exchange lost money. But that is not the 
question. It was the basis, which was 39.80, as against a spot price 2 cents higher. 
If the exchanges had been functioning and the differentials between low midaling 
and middling had been the same, 9 ecnts, then the seller of the cotton would have 
gotten 2 cents a pound more and that is wherein the exchange basis price middling 
operates against the holders of off-grade cotton as compared with a stabilized price 
middling. 

Mr. Ransdell. I am trying to find out what Senator Comer and his mills lost on 
the transaction. 

Mr. Comer. I have just read that we took 199 bales of low-middling cotton. That 
was the lowest grade they have. If we were getting it for higher grade mills, we would 
have had to resell it, because we could not use it. If we were taking it for our low- 
grade mills, it was cheaper than we could nave bought it, as low-middling was worth 
that price or more anywhere. I mean that it had no added value by haying come 
to us through an dkchange and had lost monev because of the expense of delivery. 

Mr. Ransdell. But how much money did. the Senator lose? 

Mr. Comer. I do not know. We had bought this contract months before at a price 
of about 33i cents. The cotton was closed out at 39.67; we made 6 cents per pound 
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on the hedge sale and got the cotton cheaper than we could have bought it on the 
market. 

Mr. Ransdell. If the Senator does not know, Mr. President, I am sure I do not. 

Mr. Comer. On April 19 strict good middling was quoted 275 points on middling 
in Memphis, 400 on at New Orleans, 288 on at New York; good middling was 200 
points on in Memphis, 350 on in New Orleans, and 223 on in New York; strict middling 
yellow tinge was quoted 450 off in Memphis, 150 off in New Orleans, 315 off in New 
York; good middling yellow tinge was quoted 300 off in Memphis, 75 on in New 
Orleans, and 133 off in New York; and good middling yellow stains was 600 oS in 
Memphis, 300 off in New Orleans, and 450 off in New York. I ^ve these differences 
to show you that these can not be true quotations; they are fictitious, and yet out of 
them is composited the basis middling. 

Mr. Ransdell. Mr. President, may I ask the Senator if Memphis is an exchange 
market? 

Mr. Comer. Sure. 

Mr. Ransdell. They have not a cottx)n exchange there, have they? 

Mr. Comer. It is one of the markets from which we get prices. I think they have 
a cotton exchange there; I am sure of it. 

Mr. Ransdell. I was not aware of it. I thought there was only one big cotton 
exchange in the South, at New Orleans, and one at New York — two in the United 
States. That is my understanding. 

Mr. Comer. You are wrong, because we have a letter from the Dallas exchange. 
Nearly all the big cotton markets have exchanges. But I am quoting you from the 
spot market, from which New York and New Orleans get their relations. 

Mr. Ransdell. I do not want to be misunderstood. I know they have a spot 
market in Memphis and these other big cities; but what I meant was that there is 
no future-contract market exchange in Memphis. 

Mr. Comer. I think they have. 

Mr. Ransdell. Perhaps so. I understood the contrary. 

Mr. Comer. They have what they call bucket shops. 

I have here a telegram from New Orleans sent a few days ago to one of their cone- 
spondents in Alabama. It reads: 

''New Orleans. 

"Professional effort being made to depress the market, but offerings absorbed in 
good fashion. Likely require constant selling to force market down to any consider- 
able amount. '' 

Here is another telegram: 

'*New Orleans. 

"Rumored there will be about 10,000 bales of low-grade cotton delivered on May 
contracts here to-day. 

* ' Spots New Orleans reported quiet, if any change likely lower. Not much business 
so far. Reported movement in New York to close the New York Cotton Exchange 
on Saturday in the future. '* 

That was dated last week. 

You yourself said that they only had 5,000 bales of low-grade cotton there, and 
yet here is a telegram from New Orleans that they are going to tender 10,000 bales. 

Mr. Ransdell. Mr. President, the Senator does not mean to misc[uote me, I am 
sure. He says I myself said they only had 5,000 bales. What I said is found on page 
6345 of the Congressional Record of the 30th of April, and it speaks for itself. I said 
that the United States Bureau of Markets showea that cotton classified and certified 
from March, 1919, to December 1, 1919, in the New Orleans Exchange market was 
20,744 bales, of which 4,824 were low grade. I did not say they did not have a great 
deal more cotton there. I assume that in that enormous cotton market, which 
handles hundreds of thousands of bales of spots — ^and I could not pretend to say how 
many bales of futures — ^there are bound to be a good many more than 5,000 bales of 
low-grade cotton. 

Mr. Comer. The way those things are managed largely is to keep them in near-by 
warehouses, ready to be certificated. Where New Yort has less than 3,000 bales, I 
understand that Norfolk has 70,000 bales. Suppose Norfolk was carrying this kind 
of cotton. That is the way those things are run. In your speech on page 6344 of the 
Record you practically make the spot market run with futures market, both running 
very nearly the same thing. 

And, Senator, that is just exactly what we are after. I want the two to run together. 
They should run together, and when they do not run together they are not functioning. 
That is what is the trouble. The New York Exchange market and the spot market 
in the South have been for the last 60 days very nearly together, the thing we are 
after; the New York market is functioning properly. 
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Mr. Ransbell. I should like to ask the Senator what is going to happen to the 
low-grade cotton of the South — and he admits tliere is a great amount of it in ^e South 
now — ^if his amendment is adopted? What is going to happen to all these low grades, 
and will they not lose their availability as an insurance for l^e seller and their poten- 
tiality for hedging purposes? 1 would like to have the Senator from Alabama explain 
exactly the effect of his amendment on the producer's low-grade cotton, which makes 
up such a largeportion of his crop. 

Mr. Comer. Tne stabilizing of the contract price making it approximate the spot 
price will unquestionably advance the contract price, and if the same parity between 
the lower grades will continue, then the lower grades to that extent will be benefited 
and they will also be benefited to the extent that the market reflects solvent, trust- 
worthy Dusiness conditions. 

Mr. Ransdell. May I ask the Senator whether he thinks that we ought to repeal 
the cotton-futures law entirely? 

Mr. Comer. No. 

Mr. Ransdell. Does the Senator believe the exchanges, properly handled, exercise 
a good function and one valuable to commerce and business generally? 

Mr. Comer. Not only that, but I believe they will be a benefit when you make them 
straight and honest, wnen you get a business tnat is straight, that dealers will go there 
and do business more so tlian they will do to-day. I believe it will increase business. 

Mr. Ransdell. But the Senator thinks that men like our friend ex-Senator Percy, 
Mr. A. B. Learned, W. B. Thompson, and others, whom I ouoted extensively, are 
mistaken when they say the law is functioning very well? Does the Senator thipk 
it will be very much of a benefit to the entire cotton trade if the amendment which 
he has proposed is adopted? 

Mr. Comer. When you get back to Senator Percy, I want to explain what I said 
about gambling a while ago. Senator Percy is one of the nicest men 1 ev.er saw and 
1 am very fond of him. He is not a gambler, you understand, not by any manner of 
means. 

Mr. Ransdell. I am very glad to have the Senator withdraw that statement. I 
knew that Le Roy Percy was no gambler. 

Mr. Comer. Oh, no; he is no g:ambler; and no doubt Mr. Thompson is a nice man. 

Mr. Ransdell. He certainly is. 

Mr. Comer. But when Mr. Thompson says that the present law is good, I have just 
shown you where it is not good. 

Mr. Ransdell. That is a difference of opinion. 

Mr. Comer. There is no difference of opinion about it. 1 have shown you. the 
statistics about it; I have shown you quotations themselves, and any business which 
makes that record, I do not care where it is, is wrong. You can not make that kind of 
a record and do a straight business. I read it to you a while ago. Mark you. Senator 
Percy was held up to the Senate as being a very smart inan, and he is; but Senator 
Percy himself says that if this amendment goes into effect it will not have that delete- 
rious and far-reaching effect in the exchanges that you say it will, and he is telling the 
truth. 

Mr. Ransdell: I believe the Senator admits that practically one-half of all the 
cotton is low grade, does he not? 

Mr. Comer. The New York Wall Street Journal said 47 per cent was low grade 
last year. I say that the usual year more than two-thirds of the cotton is middling 
and above. Last year the New York Journal said 47 per cent was low jB[rade. 

Mr. Ransdell. I have always understood middling was, as its name indicates, the 
basis of the gftdes; that is, one-half is round munbers were above and one-half in round 
numbers below. However that may be, 47 per cent of the present crop, according 
to those figures of the New York Journal of Commerce, is low grade, llie Senator 
will admit that is a very large percentage of the crop, and under nis amendment, as I 
take it, all of that is abandoned — ^that is, left out and is not considered at all. There 
can be no insurance for all of that low grade, for that 47 per cent of a crop which is 
worth $2,000,000,000. What has the Senator to say to that? 

Mr. Comer. There is not any insured price for anything; there is nothing insured. 
The supply and demand market controls everything — low grade and all — and when 
you say the exchange insures anything it is not an accurate statement. 

Mr. Ransdell. Tnen, may I ask the Senator what is the function of the exdiange 
if it be not to hedge cotton or to insure the cotton? 

Mr. Comer. The function of the exchange is to make a true index of the value of 
cotton; that is what it is for. It is not to make the price; it is not to increase the 
price; it is to be the true index of cotton; that is what it is for. 

Mr. Ransdell. Then, the Senator differs from Mr. Herbert Knox Smith. That 
gentleman, in a wondeifully interesting, elucidative, and exhaustive report made in 
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1908 as commissioner of corporations, recommended most emphatically that the 
exchanges were necessary because of their insurance guaranty, and the congressional 
committee which studied the question fundamentally and sdentifically concurred in 
this recommendation. These capable and disinterested authorities assert they are 
essential to the trade. 

The Senator seems to disagree with them. I showed here several days ago that the 
House Committee on Agriculture, in an able report, No. 765, of the Sixty-third Con 

fess, spoke very highly of the cotton contract. It is not necessary to read it again, 
imagine, and I merely quote from the report: 

* ' It is the opinion of the committee that the abolition of the cotton exchanges would 
result inevitably in the monopolizing of the entire cotton crop into the hands of a 
very few powerful interests, with the force and means to fix the price at which the 
farmer would be compelled to sell his cotton. Fully 75 per cent of American-produced 
cotton leaves the hands of the producer during the four months of September, October, 
November, and December. It takes no stretch of the imagination to foresee how 
utterly helpless the farmer, as a class, would be in his present disorganized condition 
as a factor m fixing the price of his own products as against the organized genius and 
money of the spinners and powerful spot-cotton dealers." 

As against the men who, according to the Baltimore Manufacturers' Record, made 
in the State of South Carolina last year over 300 per cent; as against the men who, in 
the opinion of the great cotton convention of the American Cotton Association, held 
in the city of Montgomery, the capital city of the Senator's own State, three weeks 
ag», said that cotton could well bring 60 cents a pound at the present time, in \'iew of 
the profits which the spinners were making on it. 

This is not what I say; this is not what an exchange in New York or an exchange in 
New Orleans says; it is what the Agricultural Committee of the House of Representa- 
tives said when they had the Smith-Lever bill before them. They show, in substance, 
that if it were not for the exchanges, if it were not for the insuring feature, if it were 
not for the hedging which comes about on the exchanges in the great markets, if it 
were not, if you please, for the speculation indulged in by the great number of men 
in this country who like to speculate, the producers would ])e at the mercy of the 
spinners and the large spot-cotton dealers. 

There is a bi^ difference of opinion, I say to the Senator from Alabama and to other 
Senators, on this great question, and I should like to have the Senator from Alabama 
explain, when he says that these things are all wrong, how he knows that the members 
of the great Agricultural Committee of the House were mistaken, how he knows that Mr. 
Herbert Knox Smith was wrong — and Mr. Smith is not a cotton man; he has no interest 
in cotton — and how the Senator knows that men like Mr. Percy and Mr. Thompson 
and all the others are wrong. Mr. President, I desire to quote just an excerpt from 
Mr. Smith's report— Chapter I, page 58 — to wit: 

"It should be emphasized that one of the great functions of a cotton exchange is 
the bringing together of buyers and sellers or their representatives. An exchange is 
a great maftet place. Transactions are, of course, greatly facilitated by the mere 
congregation of buyers and sellers and their representatives on the floor of an exchange. 
In me case of those exchanges on which a future business is conducted it should be 
noted that there are really two markets, one for future contracts and the other for 
spot cotton. The future market is not used to bring the producer and the spinner 
directly together, but is rather a meeting place for cotton merchants (or their repre- 
sentatives) and brokers, who stand between the producer and the spinner. Spinners, 
for reasons explained in detail in a later part, do not ordinarily receive y;ieir supplies 
of cotton directly on e?:change contracts, but enter into private arrangements with 
merchants or brokers for the particular kinds of cotton wnich they require. These 
merchants, moreover, ordinarily do not obtain the cotton which they need by re- 
ceiving it on exchange contracts. Such merchants, as already emphasized, use the 
future market mainly for hedging purposes, and the future ring to this extent becomes, 
as already pointed out, a great clearing house for hedging transactions. * * * The 
enormous advantage of such hedging transactions to the spot* merchant, however, has 
been fully illustrated, so that it should be apparent that tne future market, while not 
designed to bring the final consumer into direct touch with the producer of cotton, 
may perform quite as legitimate a function as if it accomplished this result directly. 
Of course, in addition to hedging transactions, a vast volume of speculative 
business is conducted in contracts. These, however, as just pointed out, are closely 
intertwined with hedging operations and may greatly facilitate the latter, although 
at times they undoubtedly are a source of disturbance." 

Senators, a dogmatic assertion is one thing but proof is another. 

Mr. Comer. I yield the floor. 
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Mr, Raksbell. Mr. President, I merely wish to put inte the record one or two 
tel^rams. I read first a very brief telegram from the Hon. I. N. McCollister, presi- 
dent of the Louisiana Farmers' Union. I have had it for some time; it is dated the 
28th of March last, and addressed to me at Lake Providence, when I was at my home 
there. He says: 

Many, La., Marches, 1920, 
J. E. Ransdell, 

United States Senator , Lake Providence, La.: 

Kill the Comer rider to the agricultural appropriation bill, as it outlaws the majority 
of the cotton raised by farmers and destroys price insurance by futures. 

I. N. McCOLLISTER. 

President Louisiana Farmers^ Union. 

Mr. McCollister lives at Many, La. ; he is a farmer and lives in the hill section of north 
Louisiana, where he raiseig cotton. 

I now read a telegram from Mr. H. Arthur Morgan, secretary-treasurer of the Associa- 
tion of State Farmers* Union Presidents. He is a farmer, living at Gonzales, La., 
and raises cotton and some cattle. His telegram is dated March 30, and he says: 

Gonzales, La., March SO, 1920. 
Senator Joseph E. Ransdell. 

Washington, D. C; 

The rider to the agriculture appropriation bill by Comer if permitted to become 
law would so restrict the contract as to be a vital blow to its usefulness to the producers, 
sellers, and buyers of American cotton. Briefly, the Comer rider is in the interest of 
the cotton spinner and opposed to the cotton producers, and if incorporated in the law 
would mean a deathblow to the cotton producers. I hope you will do all in your 
power to eliminate this Comer rider entirely. The passage of the Comer rider would 
place the American farmer at the mercy of the American spinners and foreign manu- 
facturers, as they would control the price of American cotton. 

H. Arhur Morgan, 
Secretary-Treasurer Association State Farmers^ Union Presidents. 

Mr. Morgan, as I have said, is a cotton grower and cattleman. He is a member of 
the Louisiana Legislature and lives not far from the city of Baton Rouge, the capital 
of the State. 

I now wish to read a copy of a letter which has been furnished me from Mr. J. A. 
Whitehurst, president of the State board of agriculture, Oklahoma City, Okla. The 
letter is dated April 28, is addressed to Hon. C. S. Barrett, president of the National 
Farmers' Union, Atlanta, Ga., and reads as follows: 

State Board of Agriculture, 

Okldh&ma City, April 27, 1920. 
Hon. C. S. Barrett, 

President National Farmers' Union, Atlanta, Ga. 

My Dear Sir: I see that Mr. Comer refers to you in his rider to the agricultural bill 
on cotton grades as being favorable to his proposition. 

I am certainly very much surprised to know that you take this position, in which 
the spinners are so earnestly interested. I am sure that not only the majority but all 
of the farmers in the entire Southwest, where they are not influenced more or less by 
the spinners and dependent upon export markets for their cotton, are opposed to the 
Comer rider. 

I am surprised at this time, when we are all trying to get together through the 
American Cotton Association to protect the interest of the farmer, to find such a di- 
viflion of opinion existing in the Atlantic States and the Southwest. I have been 
pore surprised at the stand that Mr. Wannamaker has taken, professing such deep . 
interest in behalf of the cotton farmer, and I feel that this move will have much to do 
with destroying any concrete movement on the part of the Southern States getting 
together in the American Cotton Association. 

We are to have a State-wide meeting at the capitol in Oklahoma City May 10 and 
U, at which time we will make up our minds whether we will go ahead in the cotton 
business separate and independent from the Southeast States or not. 

Assuring you again of the resentment felt by the cotton farmers of Texas, Oklahoma, 
Louisiana, and Arkansas, I am, 
Very truly, yours, 

J. A. Whitehurst, President. 
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Just one word more, Mr. President. I wish to reiterate what I said several days ago. 
that the amendment of the Senator from Alabama, if written into law, will change a 
statute which was enacted by Congress in 1914 after the most earnest and sincere 
consideration, not for da3rs, but for months and for years, for that measure was before 
Congress for several years. It is known as the Smith-Lever Cotton Futures Act. 
Under that act, passed in 1914, the exchanges of this country have been carrying on 
business since its adoption. It was ^mended slightly last year and restricted some- 
what; the grades of "good ordinary" and "strict good ordinary" were taken out of the 
contract and the lowest limit was placed at "low middling.'' 

Mr. Comer. Mr. President — — 

The Vice President. Does the Senator from Louisiana yield to the Senator from 
Alabama? 

Mr. Ransdell. Just a moment; let me make this statement. I think the fair and 
the just thing to do is to bring this matter up before the committees of Congress and 
give the cotton producers and the cotton spinners and the cotton exchanges, the 
three great interests involved, a chance to be heard. Practically only one side was 
heard when this measure came up — the spinners, most ably represented by the Senator 
from Alabama, who has told us here to-day that he and his companies have 200,000 
spindles, eight big mills, in the State of Alabama. One side was represented here, 
Senators. Let us have this measure presented to a special committee, if you will, 
or to the Agricultural Committee, to Congress in a fair, open manner; not moved for 
the first time on the floor of the Senate, when we are not expecting it, and changing 
the entire law on such a valuable product as cotton. 

Of the present supply, an unduly large portion is of low-grade cotton, because of 
the delajr in gathering last fall on account oi the shortage of labor and the consequent 
weaiher injury. Obviously, the immediate effect of the Comer amendment will be 
to upset dealings in cotton which require hedging, because a man will hesitate to sell 
a hed^e under which he may be required to deliver more cotton above the grade of 
middling than he may possibly be able to command. At the same time the buyers 
of the large ratio of low-grade cottons still to be sold will be enabled to hanmier the 
price upon the contention that such cottons will not be tenderable on contract. In 
the present situation, under the Comer amendment, he is a very reckless man who 
would agree to deliver, say, in September, any large volume of white middling cotton 
except at a price far beyond the present quotations. At the same time, a man would 
be equally as reckless who would a^ee, under that amendment, to purchase for 
September delivery cotton below middling at present quotations, if such cotton 
should be denied the privilege of tender on contract. The result to be reasonably 
expected from the Comer amendment is an artificial enhancement of the price of 
cotton above middling and a corresponding depreciation of the price of cotton below 
middling. 

AH I ask, Mr. President, as a representative of the producers, and also of the cotton 
exchange of niy State— for I speak for it as well — is tnat the matter be delayed until 
we can study it, just as we studied the original Smith-Lever bill, and as we studied 
the amendment which was adopted last year. The proposed amendment goes much 
further and narrows and restricts the future contract far greater than the change 
made in 1919. 

I now yield to the Senator from Alabama. 



speech of HON. EDWARD D. WHITE, OF LOUISIANA, IN THE SENATE OF THE UNITED 
STATES, THURSDAY, JULY 21, AND FRIDAY, JULY 22, 1892. 

"The Senate having under consideration the bill (H. R. 7845) defining * options' 
and * futures,' imposing special taxes on dealers therein, and requiring such dealers 
and persons engaged m selling certain products to obtain license, and for other 
purposes." 

Mr. White. Mr. President, the votes which have been hitherto had in the Senate 
to take up this bill and the general line on which the argument has proceeded seem 
to indicate that there is probably a majority sentiment on the floor in favor of the 
bill. I should hesitate very much with this knowZedge to make any very elaborate 
discussion as to the constitutionality of the bill, or as to the wisdom of the Illation 
which it propoimds, if I were not profoundly conscious that, in my judgment, there 
has been b^mre the American Congress for many years no more pernicious, no more 
vicious, no more flagrantly imconstitutional legislation, no legislation more tending 
to undermine and destroy the very foundations of our Government, and none more 
calculated to do untold and untellable harm to the people of this great country. The 
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interests which this proposed legislation affects are enormous. The products the 
price or sale of which the bill attempts to regulate run up into vast proportions. I 
excerpt a statement from the testimony of Mr. Bacon, the president of the Milwaukee 
Chamber of Commerce, in which he say^: 

"The cotton crop of the country, which is handled in a similar way, is estimated 
at 1303,000,000 for the current year. For last year it was estimated at $370,000,000, 
The meat product of the country is estimated at from $600,000,000 to $750,000,000 
annually. These, added to the cereal products, make an aggregate of $2,600,000,000 
in value, a lar^e proportion of which is disposed of during a small portion of the year, 
which is required for consumption during the whole year. 

"These figures, of course, convey but little idea to the mind without comparison. 
When we consider that the silver product of the country, which has been the subject 
of such extensive l^islation for the past 15 years, is only about $50,000,000 in value, 
we will see that the amount is relatively more than 50 times as much. 

"The value of the annual agricultural productions of the country is nearly equal 
to the aggregate of the national debt at the close of the war, the amount of which we 
have only reduced about one-half. It is only by comparison of these figures that 
one can reach an approximate idea of. the magnitude of the interests involved in 
this question." 

The theory of the Senator who presents the bill and who urges it with so much 
zeal on this floor is that, if the bill -passes, to all the ^eat body of the consumers of 
this country, representing 78 per cent of the population, there is to be an enhance- 
ment in the cost of these vast products. If, then, the arguments of the proponents 
of the bill be true, upon nearly $3,000,000,CK)0 of products the effect of this legisla- 
tion will be to increase the price to all the consumers of the country. 

My judgment is, on the other hand, that if the bill passes the necessary effect will 
be to reduce the price obtained by the producers of the country in a considerable 
degree upon this great sum. 

With these great issues involved in this bill, issues which go home to every hearth- 
stone in this land, issues which reach out their fingers into the pockets of every man, 
be he rich or poor, I think I shall be justified in an attempt to discuss its provisions 
deliberately, in order to point out what I conceive to be the flagrant constitutional 
defects which are involved in it and the gross financial and business heresies which 
it contains. 

Mr. President, let me analyze the bill. What does the first section provide? It 
bas been gone over very frequently, but I shall go over it again in onler to make 
clear what I shall endeavor to say. 

The first section forbids options, which in the argot of the commercial gamblers ere 
known as "puts" and "calls." Now, what is a "put" and "call,* 'or an option, as de- 
fined in this bill? It is a contract by which a man gives to another a sum of money for 
the privilege of calling upon that man to deliver property, or for the privilege of deliver- 
ing to him. It is a purely unilateral contract, by whidi a man gives a sum of money 
for the privile^ of delivering or receiving property. 

So far as this contract is concerned, or this so-called contract, I have no word of 
defense to raise, because it is a contract which engenders no obligation per se. The 
courts of this land, at least the courts in my State, have declared that it is a contract 
without consideration, which can not be enforced; that it involves within its bosom 
an element of chance which makes it purely aleatory, and therefore takes it out of 
the domain of all those great contracts around which the law throws the shelter of its 
protection and the instrumentalities for its enforcement. 

The first section reads as follows: 

"That for the purposeis of this act the word 'options' shall be understood to mean 
any contract or agreement whereby a party thereto, or any party for whom or in whose 
behalf such contract or agreement is made, acquires the right or privilege, but is not 
thereby obligated, to deliver to another or others, at a future time or Within a desig- 
nated period, any of the articles mentioned in section 3 of this act." 

What does the second section provide? The second section defines futures. What 
does it define futures to be? It defines any contract to be a future where the one 
selling at the time of sale is not the actual owner of the property, however real may 
be his intention to deliver at the time stipulated, and however ^eat may be his means 
of fulfillment. What else does it provide? After defining this contract it then goes 
on to say that neither the Government of the United States, nor any municipality, 
nor any State, nor any farmer, in so far as he may have made a crop of have a crop in 
process of being made, shall be brought within the grasp of the provision. The amend- 
ment which has been adopted on the motion of the Senator from Minnesota also takes 
all retail dealers out of the reach of the second section. 
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Section 2 provides: 

"Sec. 2. That for the purposes of this act the word 'futures' shall be understood to 
mean any contract or agreement whereby a party contracts or agrees to sell and deliver 
to another or others at a future time, or within a designated period, any of the articles 
mentioned in section 3 of this act, when at the time of making such contract or agree- 
ment the party so contracting or agreeing to sell and make sudi delivery, or the party 
for whom he acts as agent, broker, or employee in making such contract or agreement, 
is not the owner of the article or articles so contracted or agreed to be sold and de- 
livered, or has not theretofore acquiied by purchase, and is not then entitled to the 
right to the future possession of such article or articles under and by virtue of a con- 
tract or agreement for the sale and future delivery tiiereof previously made by the 
owner thereof: Provided^ however , That no provision or requirement of this act shall 
apply to any contract or agreement for the future delivery of any of said articles made 
for and in behalf of the United States, or of any State, Territory, county, or munici- 
pality, with the duly authorized oflScers or agents thereof, nor to any contract or agree- 
ment made by any farmer or planter for the sale and delivery at a future time, or 
within a designated period, of any of said articles belonging to said farmer or planter 
at the time of making such contract or agreement, and which have been grown or 
produced, or at said time are in actual course of growth or production, on land owned 
or occupied by such farmer or planter; nor to any contract or agreement made with 
any farmer or planter to fm*nish and deliver to such farmer or planter at a future time, 
or within a designated period, any of said articles which are required as food, forage, 
or seed by such farmer or planter, his tenants, or employees." 

The third section enumerates the articles which come under this provision. This 
section, when I come to conmient upon it hereafter, I shall show, in my judgment, 
represents the greatest enormity in the bill. 

"Sec. 3. That the articles to which the foregoing sections relate are raw or unmanu- 
factured cotton, hops, wheat, corn, oats, rye, barley, pork, lard, and bacon." 

That is the enumeration. The fourth section imposes taxes and licenses. It 
imposes a license of $1,000 and a tax of 5 cents on every pound of raw or unmanufac- 
tured cotton, hops, pork, lard, or bacon, and 20 cents per bushel upon every bushel 
of wheat, and so forth. Section 4 is as follows: • 

"Sec. 4. That special taxes are imposed as follows: Every dealer in 'options' or 
'futures' as hereinbefore defined in this act, shall pay annually the sum of |1,000 as 
a license fee for conducting such business, and shall also pay the further sum of 5 
cents per pound for each and every pound of raw or unmanufactured cotton, hops, 
pork, lard, bacon, or other edible product of swine, and the sum of 20 cents per bushel 
for each and every bushel of any of the other articles mentioned in section 3 of this 
act, the right or privilege of delivering which to anolJier or others at a future time, or 
within a designated period, may be acquired by such dealer in his own behalf or in 
behalf of another or others under any 'options' contract or agreement as defined by 
section 1 of this act, or under any 'futures ' contract or agreement as defined in section 
1 of this act, or under any transfer or assignment of any such 'options' or 'futures' 
contract or agreement; which said amount or amounts shall be paid to the collector of 
internal revenue as hereinbefore provided, and by him accounted for as required 
in respect to other special taxes collected by him. Every person, association, copart- 
nership, or corporation who shall in their own behalf, or as agent, broker, or employee 
of another or others, deal in 'options' or make any 'options' contract or agreement 
as hereinbefore defined, or make any transfer or assignment of any such 'futures' 
contract or agreement, shall be deemed a dealer in 'options'; and every person, asso- 
ciation, copartnership, or corporation who shall in their own behalf, or as agent, 
broker, or employee of another or others, deal in 'futures' or make any 'futures' 
contract or agreement as hereinbefore defined, or make any transfer or assignment of 
any such 'futures' contract or agreement, diall be deemed a dealer in 'futures. "* 

The fifth, sixth, seventh, eighth, ninth, and tenth sections provide for the enforce- 
ment of these provisions. I shall not stop to read them, but I will incorporate them 
in my remarks. You can find nowhere in any revenue legislation provisions more 
inquisitorial, more far-reaching, and more destructive of the liberty of the individual 
citizen. 

The sections are as follows: 

"Sec. 5. That every person, association, copartnership, or corporation engaged in, 
or proposing to engage in, the business of dealer in 'options' or of dealer in 'futures' 
as hereinbefore defined shall, before commencing such business or niaking any such 
'options' or 'futures' contract or agreement, or any transfer or assignment of any 
such contract or agreement, make application in writing to the collector of internal 
revenue for the district in which he or any of them proposes to engage in such business 
or make such contract or agreement, or make a transfer or an assignment of any such 
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contract or agreement, setting forth the name of such person, association, copartner- 
ship, or corporation, place of residence of the applicant, the business to be engaged 
in, where such business is to be carried on, and, m case of an association, copartner- 
ship, or corporation, the names and places of residence of the several persons con- 
stituting such association, copartnership, or corporation, and shall thereupon pay to 
such collector as a license fee for conducting such business, the sum, aforesaid, of 
$1,000, and shall also execute and deliver to such collector a bond in the penal sum 
of $40,000, with two or more sureties satisfactory to said collector, conditioned that 
the obligor therein shall pay, or cause to be paid, the tax or taxes as herein provided, 
and for the full and faithful compliance, by sudi obligor, with all the requirements 
of this act; and thereupon the collector shall issue to such applicant a certificate, in 
such form as the Commissioner of Internal Revenue shall prescribe, that such applicant 
is authorized, for the period of one year from the date of such certificate and within 
such district, to be dealer in 'options' and 'futures' and to make, within such district, 
'options' and 'futures' contracts or agreements, as hereinbefore defined, and transfers 
and assignments of such contracts and agreements, and for the period specified in 
8uch certificate the party to whom it is issued may conduct and transact the business 
of dealer as aforesaid. Such certificate may be renewed annually upon compliance 
with the provisions of this act: Provided^ however ^ That so long as any tax provided in 
this act shall remain due and unpaid, the person, association, copartnership, or cor- 
poration from which such tax shall be due shall not, during the time such tax remains 
due and unpaid, conduct or transact the business of a dealer in 'options, ' or conduct 
or transact the business of a dealer in 'futures, ' and every person, association, copart- 
nership, or corporation making, transferring, or assigning any such 'options' or 
'futures' contract or agreement while any tax herein pro\rided shall remain due from 
such party shall be subject to the fines and penalties nereinafter provided. 

"Sec 6. That it shall be the duty of the collector of internal revenue to keep in 
his office a book in which shall be registered a copy of each and every application 
made to him under the foregoing sections, and a statement in connection therewith 
as to whether a certificate has been issued thereon, and for what period, which book 
or register shall be a public record and be subject to the inspection of any and all 
persons. 

"Sec. 7. That every 'options' or 'futures' contract or agreement, as hereinbefore 
defined, and all transfers or assignments thereof, shall be in writing and signed in 
duplicate by the parties thereto, and every such 'options' contract shall state in 
explicit terms the time when the right or privilege of delivering the article or articles 
therein named shall expire; and every such 'futures' contract shall state in explicit 
terms the day upon which or tlie last day of the period within which the article or 
articles therein contracted or agreed to be sold shall be delivered; and any such con- 
tract or agreement not including such statement, and not so made and signed, shall, 
as between the parties thereto and their respective assigns, be absolutely void. 

•'Sec. 8. That it shall be the duty of every person, association, copartnership, or 
corporation conducting or transacting the business of a dealer in 'optioris' or 'futures,' 
as defined by this act, and they are hereby required to keep a book in which shall 
be recorded, on the day of its execution, the date of each and every 'options' or 
futures' contract or agreement made or entered into, or which may oe transferred 
or assigned, by such person, association, copartnership, or corporation in their own 
behalf, or in behalf of another or others, and setting forth the name and place of business 
of the person, association, copartnership, or corporation in whose behalf, as vendor, 
such contract or agreement shall have been made, the name and place of business of 
the party or parties, as vendee, with whom such contract or agreement shall have 
been made, the kind and amount of the article or articles which are the subject of, 
embraced in, or covered by each such contract or agreement, the time when the right 
or privilege of delivering such article or articles as are the subject of, embraced in, 
or covered by any 'options' contract or agreement shall expire, and the time when 
or the designated period within which delivery shall be made of the article or articles 
which are the subject of, embraced in, or covered by any 'futures' contract or agree- 
ment; and on making a transfer or assignment of any 'options' or 'futures' contract or 
agreement, shall, in addition to the facts or items sfbove mentioned, also record in 
such book the names and places of residence or business of the assignor and assignee 
and the date of such transfer or assignment; and such book shall at all times be 
subject to inspection by the collector, deputy collector, and inspector of internal 
revenue, or any duly authorized agent of the Internal Revenue Department, who may 
make memoranda or transcripts therefrom. 

"Sec. 9. That it shall be the duty of every person, association, copartnership, or 
corporation, and they are hereby required, on the Tuesday of the week next succeed- 
ing the date of the certificate issuea to them, as hereinbefore provided, and on the 
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Tuesday of each and every week thereafter, to make to the collector of internal revenue 
for the district in which any 'options' or 'futures' contract or agreement shall have 
been made, transferred, or assigned, by such person, association^ copartnership, or 
corporation, full and complete return and report, under oath and m such form as the 
Commissioner of Internal Revenue shall prescribe, of any and all such contracts or 
agreements made or entered into or transferred or assigned by such person, associa- 
tion, copartnership, or corporation during the preceding week, together with a state- 
ment of the articles embraced in or covered by each such contract or agreement, and 
the amounts, re6|>ectively, of each such article, and the name or names of the party or 
parties with whom each such contract or agreement, and any transfer or assignment of 
any such contract or agreement, shall have been made, and at the same time the 
party whose duty it shall be to make such return or report shall pay to such collector, 
upon and for each such contract or agreement, which such party shall have so made 
as vendor, and upon and for each and every transfer or assignment of any such contract 
or agreement which such party shall have made, as transferrer or assignor, the amount 
of tax as specified in section 4 of this act, of 5 cents per pound on each and every 
pound of cotton, hops, and of jwrk, lard, bacon, or other edible product of swine, of 
20 cents per bushel on each and every bushel of any of the other articles mentioned 
in section 3 of this act which are the subject of, embraced in, or covered by such 
contracts or agreements, or any of them, for which sums said collector shall give his 
receipts to the party so paying. And such collector shall, upon the making of such 
return or report, enter in a book to be kept for that purpose the date of each such 
* options ' or ' futures ' contract or agreement, or transfer or assignment thereof, included 
in such return or report, the name, residence, and place of business of each party 
thereto, and whether they appear as vendor or vendee, the kind and amount of each 
article which is the subject of, embraced in, or covered by such contracts or agree- 
ments, the amount of tax charged and collected thereon, and the date upon which 
such 'options' or 'futures' contract or agreement shall by its express terms expire or 
mature: which book or register shall be a public record, subject to the inspection of 
any and all persons. That the person, association, copartnership, or corporation 
making or entering into any 'options' or 'futures' contract or agreement, as defined 
in this act, or making any transfer or assignment of any such contract or agreement, 
either in their own behalf or in behalf of another or others, shall, upon filing with the 
collector of internal revenue the return or report aforesaid, in addition to the taxes 
hereinbefore provided, pay to such collector the sum of $2 as a registry fee for each 
and every such 'options' or 'futures' contract or agreement so made, transferred, or 
assigned and included in such return or report, and it shall be the duty of the col- 
lector of internal revenue, on the first secular day of each calendar month, to make 
a report to the Commissioner of Internal Revenue, setting forth the number of 'options' 
and 'futures ' contracts and agreements, as shown by such book, which had not expired 
or matured on the last day of the preceding[ month, the kind and the amount of the 
articles which are the subject of, embraced in, or covered by such contracts or agree- 
ments, and the amount of taxes levied thereon; and a copy of such report shall be 
kept in the office of the collector of internal revenue and be subject to the inspection 
of any and all persons. 

"Sec. 10. That every person, association, copartnership, or corporation, who shall 
in their own behalf or in behalf of any other person, association, copartnership, or 
corporation, make or enter into, as vendor, any 'options* or 'futures' contract or 
agreement as defined by this act, or make any transfer or assignment of any such 
contract or agreement, without having a certificate of authority from the collector of 
internal revenue, as hereinbefore provided, and covering the time at which such 
contract or agreement, or such transfer or assignment shall be made, or who shall fail 
or refuse to keep any book or make any record, return, or report hereinbefore required, 
or in lieu of any record, return, or report hereinbefore required shall make a false, 
fraudulent, or partial record,- return, or report, or shall make or enter into any 'options' 
or 'futures ' contract or agreement, or make any transfer or assignment of such, in form 
or manner other than as prescribed by this act, or shall fail or refuse to pay any of the 
taxes required by this act to be paid, or shall in any other respect violate any of the 
provisions of this act, shall, besides being liable for the amount of the tax or taxes pre- 
scribed in this act, for each and every such offense pay a fine of not less than $1,000 
nor more than $20,000, or be imprisoned not less than 6 months nor more than 10 years, 
or be subject to both such fine and imprisonment. 

"Sec. 11. That neither the payment of the taxes hereinbefore provided nor the 
certificate issued by the collector of internal revenue under this act shall be held 
to exempt any person, association, copartnership, or corporation from any penalty 
or punishment now or hereafter proviaed by the laws of any State or Territory for 
making, transferring, or assigning contracts or agreements such as are hereinbefore 
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defined as 'options ' or 'futures ' contracts or agreements, or in any manner to authorise 
the maldn^, transferring, or assigning of such contracts or agreements within any 
State, Territory, or locautv contrary to the laws of such State, Territory ^ or locality; 
nor shall the payment of the taxes imposed by this act be held to prohibit any State, 
Territory, or municipality from placing a tax or duty on the same trade, transaction, 
or business for State, Territorial, mumcipal, or other purposes." 

The twelfth section, which the Senator from Minnesota has moved this morning to 
strike out, imposed a license upon every man doing the business which the proposed 
statute itself declared to be lawful. In other words, it brought every citizen making 
a contract for future delivery not embraced in the provisions of the proposed statute 
under the reach and grasp of the officers of the Government. The twelfth section is 
as follows: 

"Sec. 12. That every person, association, copartnership, or corporation who shall 
make any contract or agreement for the sale of any of the articles mentioned in section 
3 of this act and requiring the delivery of such article subsequent to the date on which 
such contract or agreement is made, and who, at the time of making thereof, is the 
owner and entitled to the possession of the article or articles which are the subject 
of, embraced in, or covered by such contract or agreement, or has theretofore acquired 
by purchase, and, at the time of making such contract or agreement, is entitled to the 
right to the future possession of such article or articles under and by virtue of a con- 
tract or agreement for the sale and future delivery thereof previously made by the 
owner thereof, shall, before making any such contract or agreement, or any transfer 
or assignment of any such contract or agreement, apply yi writing to the collector of 
internal revenue for the district in which such person, association, copartnership, or 
corporation shall reside or have a place of business, setting forth the same facts as 
mentioned and required in the application referred to and provided for in section 5 
of this act, and shall thereupon pay to such collector the sum of $2 as a license fee for 
making , transferring, or assigning, or for conducting the business of making, trans- 
ferring, and assigning such contracts or agreements, and theteupon the collector shall 
issue to such applicant a certificate, in such form as the Commissioner of Internal 
Revenue shall prescribe, that such applicant is authorized, for the period of one year 
from the date of such certificate, to make, transfer, and assign contracts or agreements 
for the ssle and subsequent delivery of any of the articles mentioned in section 3 
of this act, of which such licensee at the time of making any such contract or agree- 
ment is the owner, or is then entitled to the future possession of under and by virtue 
of a contract or agreement for the sale and future delivery of such article or articles 
previously made by the owner thereof. And any person, association, copartnership, 
or corporation who shall make, transfer, or assign any such contract or agreement 
without having paid the license fee herein required, and without having a certificate 
from the collector of internal revenue authorizing the making, transferring, and 
assigning of such contracts and agreements, shall be subject to and be required to 
pay a fine of not less than $1,000 nor more than $5,000. Such certificate may be 
renewed annually on compliance with the provisions of this section. And such 
licensee shall keep a book in which shall be entered the date of, the names and places 
of residence or business of the parties to, the k;ind and amount of the articles the 
subject of, embraced in, or covered by any contracts or agreements for sale and future 
delivery which may be made, transferred, or assigned bjr such licensee under author- 
ity of the certificate provided for in this section, and the time at which delivery thereof 
is to be made; and in case of the transfer or assignment of contracts or agreements for 
sale and future delivery of any of said articles previously made by the owner thereof, 
or made by a party who has theretofore acquired by purchase and at the time of making 
such transfer or assignment is entitled to the right of the future possession of such 
article or articles imder and by virtue of a contract or agreement for the sale and future 
dehvery thereof, previously made by the owner thereof, the names and places of 
business or residence of transferer and transferee or of the assignor and assignee * which 
book shall at all times be subject to inspection by the collector or deputy collector of 
internal revenue, or by any duly authorized agent of the Internal-Revenue Department. 
Such licensee shall also make on Tuesday of each and every week, to the collector 
of internal revenue by whom the certificate herein provided for may have been issued, 
a weekly report of all such contracts or agreements or transfers or assignments thereof 
that shall have been made by such licensee during the previous week, which report 
shall contain all the facts and items hereinbefore required to be entered in the book 
to be kept by such Ucensee; and such report shall be entered by said collector in a 
book to be kept by him in his oflSce for that purpose. And any such licensee who 
shall fail or refuse to keep the book and enter therein the fact and items as by this 
section reauired, or shall fail or refuse to submit such book to the inspection of the 
collector, deputy collector, or duly authorized agent of the Internal-Revenue Depart- 
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ment, or who shall fail or refuse to make report to the collector of internal revenue 
as by this section required, shall for each and every such failure or refusal be required 
to pay to such collector a fine of not less than $100 nor more than $5,000. And it shall 
be the. duty of the collector of internal revenue to keep in his office a book in which 
shall be registered a copy of each and every application made to him under this sec- 
tion, and a statement in connection therewith as to whether a certificate has been 
issued and for what period, which book or register shall be a public record, and be 
subject to the inspection of any and all persons. 

The thirteenth section provides inquisitorial means of visitation and search and 
examination of books. It provides that the internal-revenue collector shall have the 
power, whenever he suspects that a business man is violating this statute, to demand 
an examination of his business and an inspection of his books for the purpose of satis- 
fying himself that the law is being carried out. 

I call the attention of Senators to the fact that the thirteenth section is as broad as 
any man's ri^ht to sell any property for future delivery, whether or not that property 
is brought within the grasp of futures and options as defined in the bill. 

Now, the distinguished Senator this morning does what? On a motion made to 
strike out the twelfth and thirteenth sections he says he will agree that the twelfth 
section shall be stricken out, but he objects to the thirteenth section being stricken 
out. He strikes out the only possible reason for the powers of search and visitation 
found in the thirteenth section. He strikes out the license pro\dded in the twelfth 
section, by which alone the thirteenth section could be justified, and he keeps vested 
in the officers of the Government the arbitrary powers created by the thirteenth sec- 
tion, and' which the bill itself admits are to be exercised against a man pursuing an 
avocation which the bill itself recognizes as legal, and thus should be removed from 
inquisition. 

The following sections of the bill are full of other penalties. Let us stop for a 
moment and ask ourselves the question what the bill does. 

Mr. President, there can not be any question that the contract which the bill strikes 
at in its second section is a lawful contract. That is removed beyond the domain of 
controversy. The question whether contracts for future delivery are valid contracts 
has been before every court in this land. It has been to the Supreme Court of the 
United States; it has been to the courts of last resort in almost every State in this 
Union, and it has been crystallized in a body of jurisprudence now passed beyond 
question that it is absolutely as lawful for a man to sell for future delivery as it is to 
sell for present delivery; that there is no earthly difference between the two; that 
they are both valid contracts protected by the law, enforced by the courts, provided 
only, what? Provided only that either of the parties to the contract has an honest 
intention to deliver. 

The purpose, then, of this bill is to strike down contracts which can be vaUdly 
entered into, protected by the judgments of the courts of last resort of all this Union. 
I challenge any Senator upon this floor to produce a single modern authority which 
does not recognize that the right to make these contracts under the dominion and 
jurisdiction of the State coiu*ts is as absolutely sacred and as well protected by the 
aegis of the State law as is his right to hold his home, or any other right that he has 
within the dominion of the State. 

This, then, is a proposition that the Federal Government — ^and, Mr. President, I 
hate to reargue this question with the eloquent and able, vigorous and incisive argu- 
ment and denunciation of the Senator from Missouri [Mr. Vest] on yesterday ringing 
in the ears — this, then, is a bill licensing the Federal Government to step over the 
State line and destroy any contract made within a State between citizens of the 
State which the Federal Government may choose to destroy. That is the power 
which this bill asserts. If it does not assert that power, it does not assert any power. 

Is it denied that these are valid contracts? Is it denied that they are contracts 
made under the State law and under protection of the State courts? Is it denied 
that this bill strikes at contracts between citizens of the State and a res or a thine: 
within that State? That being the case, I ask Senators, mindful of their great oath 
to support the Constitution of the United States, where within the four walls of that 
Constitution can they find a pretext for this great usurpation of authority? If the 
theory which this bill propounds is true, every vestige of State autonomy has been 
wiped off, and to-day, instead of having a government of limited and restrictive 
powers, each government moving by the force of constitutional gravity in its own 
orbit, we stand the most unlimited and arbitrary government on the face of God's 
earth. 

Now, how will Senators justify this measure? I put it to every Senator, does this 
power exist in the Federal Government? I challenge any Senator to say that he be- 
lieves the power exists in the Federal Government to go into a State and destroy 
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contracts made between citizens of the State protected by State laws, contracts out- 
side of the domain of Federal jurisdiction. Can the Federad Government regulates 
inaTriag:e; can it regulate divorce; can it determine the title to property; can it pass 
upon the tenure by will; can it usurp all the functions reserved to the States as a 
necessary part of the existence of the State governments? If it can not do these 
things, by what mandate of authority can this proposed law be put upon the statu tc» 
books? 

Ah, but I am told that this is a taxing law; that it is an exercise of the taxing powei . 
It is a tax that does not tax. I call attention to this distinction. On lie very face 
of the bill not even a pretext of taxation can be found. By the very terms of the 
bill on tax can result from its provisions. The only section in the bill which could 
possibly lead to the collection of a tax and give even a semblance of constitutionality 
to the bill was the twelfth section, which imposed the $2 license upon a lawful busi- 
ness; and the Senator from Minnesota proposes to take that out. 

Now, then, the question results and comes down to this, and we must meet it; 
Can the Federal Government by the abuse of the taxing x)ower abrogate and destroy 
every limitation found in the Constitution and every reservation in favor of the 
States? That is the question. It can not be evaded. 

Ah, but it is said this is an exercise of the taxing power, and although it is an ex- 
ercise of the taxing power which does not tax to produce revenue, we will declare 
in this bill that we propose to tax for revenue, although we do not propose to do so. 
If we do violate the Constitution in doing this, when it goes to the court of last resort 
it will not be able to decipher the false purpose of the bill and will therefore hold 
the bill not to be unconstitutional. Why wiU the court hold it not to be unconstitu- 
tional? Not because it is not unconstitutional, but because we have breathed into 
this law a living lie, because we have declared that our purpose is to tax for revenue , 
when every line and letter of the bill says the bill is not an exercise of the taxing 
power at all, but an attemi)t to destroy the very framework of the Constitution by 
going into the States and doing that which the Federal Government confessedly has 
no power to do. 

Mr. President, some question was raised yesterday as to the power of the court to 
reach this bill. That question does not concern me when I exercise my right to vote 
upon this floor. If it be true that under the Constitution there has been lodged in 
the Senate a power by a declaration of purpose to prevent unconstitutional enact- 
ments from bemg reached by the courts, then the necessary effect of the Constitution 
is to have made this Senate the court of last resort, and we stand here now called 
upon, with the great responsibility which rests upon us, not to say what a tribunal 
would say if the power had been lodged with it, but to say what ihis great tribunal 
should say in the face of this patent and glaring and flagrantly unconstitutional act. 

But I do not follow and agree with the admissions on this subject made by the 
distinguished Senator from Missouri yesterday. I do not a^ee to them because I 
believe the premise upon which they are founded is destructive of this Government. 
The glory and the ornament of our system which distinguishes it from every other 
Government on the face of the earth is that there is a great and mighty power hover- 
ing over the Constitution of the land to which has been delegated the awful respon- 
sibility of restraining all the coordinate departments of the Government within the 
walls of that great fabric which our fathers builded for our protection and our immunity 
forever. 

It is perfectly true that in two or three cases the Supreme Court of the United 
States have said that where on the face of a statute there was the exercise of taxation, 
as the statute on its face was a taxing statute, the court would not destroy the face 
of the statute by wiping out the taxing provision in the statute with the sponge of 
the motives which may have actuated the Members who passed it. Is that the case 
here? Where the face of the statute shows no tax, where the face of the statute itself 
eliminates all human possibility of the exercise of the taxing power for revenue, then 
I Bay the mission of jurisdiction is given to the courts of this land to brush that statute 
away for its flagrant and open violation of the Constitution. Is this not necessarily 
true? 

Now, let us reason out the consequences, if it be not true. If this be not true, then 
the beautiful system by which, as I said just now, all the departments of the Govern- 
ment move in a common orbit, vanishes out of the sideral universe of government, 
and passes into confusion and chaos. The precedents are against it. The power 
which the Supreme Court of the United States exercises in the review of statutes is 
like unto the power exercised by the supreme courts of all the States. The books 
are full of cases in the State courts drawing the distinction which I have made. In 
the Topeka case it is drawn in plain words by the Supreme Court of the United States. 
There a Government appropriated a sum of money, declaring it to be for a public 
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purpose. The case went to the Supreme Court of the United States, and it said your 
motive and your purpose can not be inquired into. That is removed beyond the do- 
main of controversy or question. But where you have called the statute one thin^ 
and in the very terms of the statute indicate another thing, and that either thm^ is 
outside of the powers of government, then it is not a statute at all, but it is a violation 
of authority and we strike it from the statute books. 

That, in my opinion, is what should be the fate of this measure. The only semblance 
of authority within the Constitution, as I have said, was the twelfth section, which 
put a license of $2 upon a business admittedly lawful, which the Senator from Min- 
nesota proposes this morning to strike out. Climbing up this lofty tree under which 
he thiuKS all the great commerce of this country is to find shade and shelter, and 
under which I think death and destruction, like a upas, is to come, he saws himself 
down by cutting off the only possibility of constitutionality which was in the bill. 

What does the Senator from Minnesota say? I wi^ to call attention to it. Of 
course, everything I say is with the greatest respect and kindness to him. I suppose 
when he made the argument which I shall quote in a few moments, he thought it 
would rally all the Senators on the other side of the Chamber and make them feel 
that they could not question the constitutionality of this bill without questioning 
the constitutionallity of that system of taxation which they have espoused almost 
from the foundation of the Government, and which they espouse now to an extreme 
degree, how extreme I will not comment upon, because I do not propose to enter into 
that question. What does the distinguished Senator urge? He says: 

'^One thing is perfectly clear to me, that if this biU is unconstitutional for the 
reason that we have no right to use the taxing power, except for the purpose of raising 
revenue, then there has never been a Republican protective tariff but that has been 
in violation of the Constitution. A duty may be so high, placed with a view of pro- 
tecting some production for the purpose of increasing or regulating its market value, 
and not absolutely prohibitory, yet so long as it was not laid for the porpose of raising 
revenue, it would still be obnoxious to this construction of the Constitution. But 
there are numerous cases where this duty is absolutely prohibitory, and so intended, 
and BO made for the express purpose of suppressing the importation of articles that 
come. in competition witn tho»e produced in this country." 

The purpose of this argument is this: This bill, which destroys all the rights of 
the States and acts internally upon the people of the State and on contracts pro- 
tected by State laws, must be valid, and you must hold it so or you must declare 
that the whole policy of the Republican Party is and has been wrong. 

Mr. President, in my judgment that is absolutely and fundamentally a fallacy. 
It overlooks the clear distinction between the nature of the power lodged in the 
Federal Government for the purpose of imposts and the nature of the taxing power 
lodged in the Federal Government for the purpose of internal taxation. When the 
Federal Government deals with imposts the Constitution has vested in it the power 
which would be vested in any Government in that regard. 

No power as to imposts was reserved in the States by the Federal Constitution. 
All the lawful powers of government which could be exercised in that particular 
passed into the life and being of the Federal Government by the lodgment in the 
Government of the power to levy imposts — ^imposts deal externally, beyond our 
borders. Beyond those borders the power of the Federal Government was restricted 
and restrained by no limitation resulting from a reservation in the Constitution. 

Mr. President, in my judgment, if complaint is made of impost tax by the Federal 
Government levied not for the purpose of revenue, but for protection or prohibition, 
the complaint is not that the Federal Government violates the Constitution or the 
limitations of the Constitution, because as to that all authority is granted by the 
Constitution. When I say this, I mean no limitation by the Constitution by express 
provision of the -Constitution. The complaint of undue or prohibitory external 
imposts is not that the Constitution has been violated. 

No; but that there has been a violation of the great fundamental and elementary 
principle of all government, which underlies all constitutions, which affect this 
Government and every government, and which would affect the most unlimited 
government in the world. These principles are that government is created with 
limitations flowing from the nature of its being, which teach that no government 
shall use its power for the benefit of the few to the 'detriment of the many. There- 
fore, all the arguments which have been made on the subject of the abuse of the 
impost power in the Federal Government are arguments addressing tJiemselves not 
to the limit of delegation under the Constitution as to imposts, but to the want of 
power arising from the very nature of government itself. 

In other words, I contend that where power to destroy exists the use of a wrong 
in^rumentality to do the destruction may be the abuse of an instrumentality but 
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not an abuse of power, because the power to destroy is vested. But where the power 
to destroy does not exist, tlie use oi an instrumentality to destroy that which there 
is no power to destroy is not alone an abuse of the instrumentality but an usurpation 
of power itself. Now, the usurpation of power by Congress not vested by the Con- 
stitution in Congress is unconstitutional. This being true, it follows that if the 
usurpation is clear on the face of the act, if the act itself shows the usiu^ation, the 
power exists in the Supreme Court of the United States to prevent the usurpation. 

The distinguished Senator made two quotations on this subject. Both of them 
draw this distinction in Uie broadest way. One quotation is from Judge Cooley 
and the other is from Judge Story. Both of them call attention to the fact that when 
it concerns import tax the question is as to the fairness and the rightness, if I may 
use the word, and not as to the (][uestion of constitutional power: 

''Indeed, in some cases where impost duties are laid, revenue is no part whatever 
of the motive for imposing a particular duty, but it is made so high that it is expected 
to preclude all importation, and therefore produce no revenue. A person objecting 
to the duty may complain that it violates the true principles of government, but 
he would hardly venture to attack it as being so distinctly beyond the constitutional 

S>wer of Congress that in the courts it might be asssdled as wanting in legal validity. 
e may question its policy, but he can not well question its constitutionality." 

Says Justice Story: 

"It is often applied as a virtual prohibition upon the importation of particular 
articles for the encouragement and protection of domestic proaucts and insustry." 

These are the doctrines, Mr. President, which have been applied by this Grovem- 
ment, standing with its face looking beyond our borders at the rnillions lying beyond. 
But when turned inward we behold the system of States with all the great rights 
reserved to them by t^e Constitution. We see them with their police power, and 
their le^ autonomy, and their right of contract, and their right of property, and 
everything that has been preserved to us by the Constitution. These rights and their 
recognition and preservation have given us a hundred or more years of being, and 
without them war and tumult and misery and suffering would come. T^e rudiment 
of all these rights is found in the principle that every power not delegated under the 
Constitution to the Federal Government is reserved to the States. Yes; the distin- 
guished Senator, in looking at this bill, puts on his marine glasses, and turning to the 
American people proposes to put upon the great sisterhood oi States the shackles of the 
foreign junsdiction. He does this, although his bill deals not with that which is 
foreign, but with all those great rights of local self-goverpment which are ours, ours 
to-day and to-morrow and forever. 

I doubt very much whether this argument will reach the distinguished Senator 
from Minnesota, because in the course of his able speech he says: 

"The Constitution, which at its adoption was supposed to have in view some refer- 
ence, at least, to the 'general welfare ' of liie people, is now almost invariably invoked 
by constitutional pugilists to resist all reforms and all attempts directed against wrong 
and abuse." 

I can well imagine that the distinguished Senator must have been in the frame of 
mind which this language indicates, when his hand could have the strength to write 
or his mind the power to conceive that there exists in the Federal Government any 
power to go into your State, sir [pointing to the Senator from Missouri], or the State of 
Maine, or any other State in this Union, and destroy by a surreptitious attempt to per- 
vert the taxing power, the rights of the citizens of the States to contract among them- 
selves. 

I know, therefore, that the frame of mind I am in and the frame of mind the dis- 
tinguished Senator is in are so wide apart, that we move in such different conceptions 
of the respective relations of these governments to each other, that I am afraid I will 
never be able to reach him by alignment. 

Mr. President, I think we ought to be entitled to discuss this measure without sneer, 
without gibe, without reaching out the hand to stir up — I was eoing to say the smolder- 
ing ashes of past conflicts; but, thank God, even the ashes of uiat conflict have passed 
away; I know the American people have forgotten it, except for the lessons which 
it has taught us all, that within tne walls of me Constitution and by adherence and 
respect for it, united in a common brotherhood, lie alone our future hope of happiness 
and protection. 

The distinguished Senator says: 

"It is seriously to be regretted that some of our 'constitutional friends' did not 
re^d this sacred instrument with as much reverence and stand ready to guard it 
with the same pathetic solicitude in a time not very remote as they do at present." 

88098— 22— PT 1 8 
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Thus the discussion of this antioption bill is to revive the feelings of the war, and 
sneer and gibe are cast at this side of the Chamber because there are those here who 
adhere now to those great principles of constitutional government which they think 
involve the very structure of the Constitution. The germs of the fierce Civil War 
through which we passed were sown at the birth of our institutions. Both sides in 
that awful conflict were true to the Constitution as they understood it. 

Mr. President, the men who took part in the war on the southern side were not like 
the Senator from Minnesota — careless of constitutional obligations. Whatever may be 
the conception as to the mistake of their opinions — and we all concede that the mighty 
arbitrament of war has decided they were wrong — ^no one in this day or any day here- 
after, whatever may be the censure which he puts upon the judgment of the southern 
people, questions the sincerity of their convictions or their great purpose to adhere 
to the Constitution as they understood it. Their blood sealed their fidelity to their 
duty as they conceived it. I have seen somewhere a thought of the great war gov- 
ernor of Massachusetts, saying that what-ever might be the judgment of history upon 
the wisdom of the southern people, history would hbld that, mistaken as they were, 
they were heroes because of their devotion to their constitutional mistake. 

I believe now, sir, that as time goes by the world will see their magnificent heroism, 
more and more, and that the vision of the southern poet will be fulfilled: 

In seeds of laurel in the earth, 

The blossom of their fame is blown; 
And somewhere, waiting for its birth, 

The shaft is in the stone. 

But, Mr. President, the view of the Constitution which the other side upholds is, 
I suggest, a reflection on that magnificent and gallant body of men who formed the 
Union hosts of this country. What did they fight for? What did they die for? For 
what was their blood poured out in priceless currents? If we believe the consequences 
of the argument of the distinguished Senator from Minnesota, it was poured out in 
order that we might have no Government, no States, no autonomy, and that our 
Constitution might be destroyed. 

I should rather not pass the judgment upon those gallant men which the aigument 
of the Senator from Minnesota does. I should rather rely upon the judgment of the 
immortal Lincoln, who said at Gettysburg, in that speech which will carry his fame 
down to the uttermost end of time,* 'They died in oraer that this Government might 
live. '* Live how? Live, as the argument of the Senator from Minnesota would hold, 
without restriction and without restraint of any kind, with the States destroyed, with 
all rights gone, with a mighty despotism built up, and that despotism all the more 
flagrant and all the more outrageous because it would depend solely upon popular 
clamor or popular whim as to the existence or nonexistence of an evil. 

Mr. President, there can not be any doubt as to the unconstitutionality of this 
measure. The distinguished Senator from Oregon (Mr. Mitchell) yesterday asked 
upon this floor my very poUshed and eloquent fnend, the Senator from Virginia (Mr. 
Daniel), whether he thought the courts would declare this bill unconstitutional. I 
should like to ask the Senator from Oregon a question, through the chair, now, if he 
will permit me, and that question is this: Does the Senator from Oregon think this 
bill has for its object the lawful and legitimate exercise of the taxing power? 

Mr. Mitchell. I am bound to take the bill for what it purports to be. I have 
seen no reason to inquire of those gentlemen who introduced the bill, or of the com- 
mittee that reported it, whether there is anything about it that does not appear on the 
face of the bill; and I have no doubt the Supreme Court of the United States will 
hold the very same view if it should ever become a law and go before that tribunal 
for construction. 

Mr. Whitb. Will the Senator vote for a provision declaring that this bill has for 
its object the destruction and prevention within the States of the things contemplated 
as declared by the Senator from Minnesota? 

Mr. Mitchell. No, sir. 

Mr. White. Will the Senator's vote, **yea" or **nay," on this bill be controlled 
by the fact that it will accomplish that purpose? 

Mr. Mitchell. At present, Mr. President, I do not exactly see that I am on the 
witness stand to be catachised. 

Mr. White. I beg the Senator's pardon. 

Mr. President, I put these Questions because when the Senator asked the question 
on yesterday, to me they indicated a depth of political degeneration — of course I 
do not say this with reference to the learned Senator from Oregon — ^but I mean of 
political degeneration of opinion abstractly which can be successfully defended 
nowhere. 
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Who dull say that if this ball is not loally ft reyexnie bill and we declare it to be so 
we win sot be oonoealizig our pmpose aad expressiiig a iraadulent purpose? 

There has been fiHune question raised about the case of Veazie against Fenno, as 
bearh^ upon this inue. It is said, Why, did you not impose a tax of 10 per cent upon 
State banks upon their circulation, and did not the Supreme Court dechu« that valid? 
That case is cited as authority now. It is always the way. It has been tibat way 
since tiie fouudation of the Government. If ever a decision is made in any way 
looking toward the destruction of the lawful powers of ^e States, aiieuments have 
always come up to pervert, to extend, to vitiate, and to amplify in orSer that there 
may be authority for a stretch of x>ower and thus take some further liberty from the 
people. Now, what was the Veazie against Fenno case? 

I know nothing which can throw more light upon a case than the brief of counsel. 
In the diflcUBsion of that case there was no statement by counsel tibAt the question 
involved was the perversion of the taxing ]x>w0r. The attack made upon the statute 
was this: That l^is statute was unoonstitational because it taxed a State corporation. 

When that went to the court, what did it say? The Constitution has lodged in 
Congress -the power to regulate currency. In the exercise of that power Congress 
has authority to wipe out a State corporation by taxation. True the court, aiguendo, 
said that it was either a tax or a prohibition. If a prohibition, the constitutional 
authority lying back of the statute was found — ^where? In the clause delegating to 
Congress the power to r^ulate currency. If a tax, it was not illegal, because Congress 
had the power to use the taxing power to prohibit that which it had the ri^ht to pro- 
hibit under another provision of the Constitution. 

The case does not cover the question now here. It does not intimate the power 
to surreptitiously use the taxing power which is he^e presented. It is true the court, 
arguendo by the Chief Justice, made use of expressions which may be misconstrued 
and which are now used to support the contention that Congress has, by pretending 
to tax, the power to destroy every limitation foimd in the Constitution. This case 
does not so decide. It seems to me that ends this contention. 

Tbis brings me to the olecmiaigarine bill. This was the situation at that time, and 
I call attention to it: The statute as originally introduced contained a prohibitive 
tax. Although ih&e was an enormous pressure for its passage, some of the gentlemen 
who were called uix>n to support it and whose constitutional stomachs were not so 
weakened and enfeebled could not digest it. What did they do? The>r reduced the 
tax down within a revenue-producing capacity. That statute recognized the dis- 
tinction which I made just now between the power of the Government to exercise 
internal and external taxes, the difference between imposts and internal taxation, 
since, although in that act they made the impost tax absolutelv i)rohibitive, thev 
reduced the internal to a revenue basis on its face in order to make it constitutional. 

This, then, was a case where motive might deprive the court of the power to exam- 
ine into the constitutionality of the statute because on the face of the statute it was 
the exercise of a revenue power. I admit that. 

Mr. MrrcHELL. Does the Senator think that a reduction of the tax in this case to 
such a figure that it would admittedly be the means of raising revenue, and under 
which parties engaged in these transactions would go on, would render this bill con- 
stitutional? 

Mr. WnrrE. Does the Senator mean leaving in the $2 tax? 

Mr! Mitchell. No, sir. The point is this: Suppose the tax were reduced to a 
revenue basis so that the tax would be paid, in which event it would clearly be a 
revenue bill according to the ideas of the Senator from Louisiana. 

Mr. Whtie. Oh, I must beg the Senator *s pardon. The Senator must understand 
the distinction. I am speaking now of the power of the court on the face of the bill. 
The bill mi^ht, on its face, be a revenue bill and might to me be constitutional. But 
in the exercise of my function here I would not vote for any bill if it raised a fraudulent 
revenue, provided I thought it was intended to prohibit. 

Mr. Mitchell. I understood the Senator to say that because the tax was reduced 
80 that it was for revenue on its face that enabled the court to declare that it was 
constitutional. 

Mr. White. I say that would have enabled the court, and it enabled the President 
to not veto it, because, Mr. President, it is perfectly self-evident when a bill which 
is a revenue bill comes to me for consideration as to whether I will vote for it or not, 
it may be to me — ^if I may be allowed to use the word, a philosophical word — subject- 
ively unconstitutional, not unconstitutional per se, and I may not vote toT it as consti- 
tutional, because I know that although it is a revenue bill, there is a purpose of 
destruction and prohibition contained in it. But when it comes to the court, the 
court can only look at it objectively. The court must look at its provisions, and if on 
its face it is a revenue bill, if on its face it be for the purpose of raising revenue, the 
court will say that it can not consider the motive, but must decree its enforcement. 
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Yet whmre on its very face it is not a revenue bill, then even objectively to a court 
it is unconstitutional, and the court, in my judgment, doing its great duty, will stamp 
upon it the brand of unconstitutionality. I think the distinction is very clearly 
drawn in the message of Mr. Cleveland, in which he announced his signature to the 
oleomargarine bill: 

"It has been urged as an objection to this measure that while purporting to be 
legislation for revenue, its real purpose is to destroy, by use of the taxing power, one 
industry of our people for the protection and benefit of another. 

''If entitled to' indulge in such a suspicion as a basis of official .action in this 
case'' — 

Now, here are the two cases, one ''if entitled to indulge in such a suspicion," and 
what?— 

"and if entirely satisfied that the consequences indicated would ensue, I should 
doubtless feel constrained to interpose Executive dissent. '' 

That is the illustration. That is the object lesson, for objectively when this statute 
came to him within its four walls there was a revenue created, and he, in the exercise 
of his Executive power and Executive prerogative, did not come down and go into 
the hearts of men and do that thing which God alone can do, search out the under- 
standing of men and know their wicked purposes. He took the object as it came to 
him and passed upon it as such, but he was careful to say in this message that if that 
bill had not presented that aspect to him, he would have been constrained to exercise 
the Executive veto. 

I hold in my hand, which I will print as a part of my remarks, the revenue collected 
from the oleomargarine tax. 

Statement showing total receipts from all oleomwgarine sources for each fiscal year from 
November 1, 1886, the date the oleomargarine law took effect, to June SO, 1891, in- 
clusive. 



Oleomargarine. 



Oleomargarine, do- 
mestic and imported. 

Manufacturers of oleo- 
margarine (special 
tax) 

Retail'dealers in oleo- 
margarine (special 
tax) 

Wholesale dealers in 
oleomargarine (spe- 
cial tax) 

Total 



Eight 
months 

ended 
June 30, 

1887. 



1435,924.04 

31,700.00 

154,924.00 

101,400.00 



723,948.04 



Fiscal year 

ended 

June 30, 

1888. 



$653,355.10 
17,150.00 

4 

123,258.54 
70,376.24 



864,139.88 



Fiscal year 

ended 

June 30, 

1889. 



1677,302.40 



12,400.00 



130,631.51 



73,914.00 



894,247.91 



Fiscal year 

ended 

June 30, 

1890. 



1619,205.72 



11,700.00 



100,068.00 



55,318.00 



786,291.72 



Fiscal year 

ended 

June 30 , 

1891. 



$871,488.44 



6,950.00 



146,293.70 



53,192.00 



1,077,924.14 



Aggregate 
receipts. 



$4,346,551.69 



The aggregate receipts have been $4,346,000, and the revenue has been increasing 
day by day and year by year. Will anybody say that that statute is on all fours with 
this? Will anybody hold that a bill which has raised more than four millions of 
revenue, and where the revenue has been accumulating year by year, is like unto a 
bill which within its necessary intendment and on the very face of the statute not 
only is not intended to raise revenue but, on the contrary, can not under its terms 
raise a dollar of revenue? 

There are gentlemen upon this floor, my peers in everything, my peers in heart, 
and my superiors in head, who have said to me that they could not see the distinction 
between those two statutes. 

Mr. Mitchell. Will the Senator allow me? 

Mr. WnrrE. Certainly; with pleasure. 

.Mr. Mitchell. I understand the Senator concedes that that bill was constitu- 
tional. 

Mr. White. As regards the President, when it came to him. 

Mr. MrrcHELL. Just as well as when it was before the Senate. 

Mr. White. I never conceded that; on the contrary, I disclaimed it. 

Mr. MrrcHELL. But as it came to the President? 

Mr. White. I say that it was constitutional, objectively, when it went to the 
President. It was unconstitutional, subjectively, as it was passed upon by the 
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Senate. That is what I say, and my words can not be distorted. If the difference 
between object and subject do not present themselves to the Senator's mind, if the 
darkness of night and the light of day do not penetrate his mind, I must ask for some 
greater power of explanation than I have. 

Mr. MrrcHELL. My perceptions may be somewhat obtuse, so far as that is con- 
cerned, but I wish to understand the Senator, if it does take a long time to get at 
precisely what he is driving at. I confess I am a little confused, although I am very 
much interested in his very able and interesting argument. 

The Senator concedes thiat the oleomargarine bill after it came from the President 
was a constitutional act; that act was constitutional because not only on its face but 
the very purpose of it, considered from every and any standpoint, was to raise revenue, 
as I understand the Senator. 

Suppbse the tax provided for in the pending bill was reduced to 5 cents, instead of 
being at $2; suppose the tax were reduced to a sum where all would admit that revenue 
would be raised to a point where under the law parties would go on and make these 
contracts and pay the tax. ' Now, the Senator will admit, so far as that particular 
aspect of the case is concerned, it would be a proper exercise of the taxing power. 

Mr. WnrrE. I beg the Senator's pardon 

Mr. Mitchell. One moment. So far as that particular aspect of the case is con- 
cerned, I suppose the Senator will concede that that would be a proper exercise of 
the taxing power; but whether the object to which it is applied is a proper one is per- 
haps a dine/ent question. The object to which the tax was applied in the oleomar- 
garine act was a representation of butter, but in this case it is proposed to be applied 
to certain contracts. 

Now, I understand the Senator's first objection to this bill is that it contemplates 
invoking the taxing power when the real purpose is not to raise revenue, but to crush 
out certain things. I understand that is the first objection of the Senator. But sup- 
pose that was avoided in the way I have suggested, then is the other and the only 
objection that the Senator has to this bill that it interferes with what he regards as 
valid contracts between parties in a State? Is that it? 

Mr. White. Mr. President, I have endeavored to make myself reasonably clear. 
AVTiat I say is this, that if a bill actually raises revenue and is presented to my mind, 
in the exercise of my duty, under my oath of oflBce here, I have two questions to ask 
myself: Is this a bill raising revenue? That is the first question. If I determine that 
question in the aflSrmative, the lamp of my duty might lead my mind toward sup- 
porting that bill, but it could not carry me to that point unless another question were 
also answered, and that conveys the entire answer to the Senator's question. Is it 
an honest exercise of the taxing power, or is it a dishonest scheme to raise revenue and 
accomplish another piuT)ose? If my mind in the exercise of my duty here found that 
either of these things existed, then, although it was a bill raising revenue, I would 
not vote for a dishonest bill raising revenue. 

Mr. Mitchell. But suppose there is no objection, so far as that aspect is concerned, 
then I want to get the other objection. 

Mr. White. If I were the Efxecutive or a judge and the bill came to me, then, 
having passed out of this sphere and into another sphere where motives could not 
enter, I should say the sole question presented to me was, Does it raise revenue on 
its face? And if so, I would hold it constitutional. 

Mr. HiGGiNS. Will the Senator yield to me for a question? 

Mr. White. Certainly. 

Mr. HioGiNs. I should like to ask the Senator from Louisiana whether he considers 
that the power of the President to veto a bill which has passed the two Houses oi 
(Congress is confined, in his opinion, to its unconstitutionahty, ot whether he has not 
just as much power as the House of Representatives or the Senate to consider the 
motives which may be behind the bill? 

Mr. White. I b^ the Senator's pardon. I did not quite catch his last sentence. 

Mr. HiGQiNS. I will again state my question. I ask whether the Senator considers 
that in vetoing a biU the President has no power to do it on any other ground than that 
it is unconstitutional in his opinion, or whether he has not the power to go behind 
%he motive as much as a Member of either House of Congress? 

Mr. White. I hope that when the mantle of the Presidency falls .upon the distin- 
guished Senator from Delaware he will decide that question for himself. I shall not 
enter into that discussion now. 

Mr. HiGGiNS. The Senator has assumed that such a bill as the oleomargajine bill 
could be signed by the President, and was signed by President Cleveland, within his 
power and competency, on the ground that President Cleveland could not go behind 
the motive of the bill or to the motive of the bill? 
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Mr. White. The Senator from Delaware falls into an error. I have said nothing of 
the kind. I read the declaration of the President, and I said whether he was right 
or whether he was wrong — and only God himself is always right — in the exercise of 
his authority and of his power, under his mission and mandate under the Constitution, 
within those limitations that he thought he should exercise in the discharge of the 
duties of his great office he signed the bill for the reasons given by him, and I am not 
here in the discussion of the present subterfugeous and cheating system of taxation 
to be led astray' into a discussion of the power of the President in the exercise of his 
veto. • 

Mr. Sanders. Mr. President 

The Vice Pbesident. Does the Senator from Louisiana yield to the Senator from 
Montana? 

Mr. White. I would rather not yield further, if the Senator will pardon me. I am 
heated, and I have got an extended argument to make. If the Senator will just allow 
me to proceed with my argument, I shall be obliged to him. I do not intend to be 
discourteous to him. 

The Vice President. The Senator from Louisiana declines to yield. 

Mr. Washburn. Will the Senator allow me? 

Mr. White. I will yield to the Senator in charge of the bill. 

Mr. Washburn. In the article of Judge Cooley in the Atlantic Monthly for April 
he takes the ground squarely and unqualifiedly that the taxing power of the Govern- 
ment could be invoked to destroy lotteries, not for the raising of revenue but for the 
absolute destruction of lotteries in the country, and he cliams that this is the only 
way that it can be permanently accomplished. Now, let me ask if there is any dis- 
tinction between the position taken in regard to lotteries and the suppression of a 
very much graver character of gambling than selling lottery tickets? 

Mr. White. In the comment I made upon the excerpts from Judge Cooley, to which 
the distinguished Senator referred, I connned myself solely to the quotation made, and 
I read that quotation. That quotation refers to imposts, and therefore I discussed the 
particular question. I can not discuss here all the opinions of Judge Cooley in a maga- 
zine article upon every conceivable (question, but I may say to the distinguished 
Senator, in answer to the question which he puts me, that there has been no man in 
these United States more unalterably opposed to the extension of the Louisiana lottery 
than I. When my people were clamoring for its suppression and crowding upon me 
petition after petition to introduce a bill suppressing the Louisiana lotterjr by the 
exerdse of the power of Federal taxation, I said to them, "Great as ia this evil, there 
is an evil yet greater, and that is the disruption and the destruction of all the great 
principles of our Government by calling upon the Federal Government to do an illgal 
and unconstitutional thing." 

Mr. Washburn. The Senator has not answered the question which I proposed, 
which was whether there is any distinction, whether if we have the power to suppress 
the Louisiana lottery or any omer lottery by invoking the taxing power, we have not 
the same power to invoke it to suppress gambling in food products? 

Mr. White. I will discuss that question when I come to it. I have already said that 
I declined to introduce a bill taxing the Louisiana lottery by the Federal Government 
because I thought it ^dolated the Federal Constitution. That is an answer to the 
Senator's question. 

Mr. President, I have reviewed the proposed statute from its constitutional point of 
view, but I wish to approach it from anotner point of view; and in looking at it in this 
way I entirely put by the constitutional question, I eliminate that entirely from 
what I have to say. I am supposing now that this proposed statute is within the walls 
of the Constitution. What then? Should we look only at constitutional questions? 
If the distinguished Senator were to introduce a bill to-morroW, taking the property of 
the Senator from Missouri and giving it to the Senator from Georgia and it were within 
the Constitution to do so, would I vote for it because it was constitutional? 

There are great principles which underlie constitutions and which should control all 
legislation. There are great elementary conceptions of government, of English- 
speaking government, bom coeval with our race, and which have made our race the 
dominating race of the world. We should follow them. Every elementary principle 
known tp Englishnspeaking legislation violated in this bill in every line and every 
page of it. 

Let me see if that is true. What does the bill say? The bill defines options. The 
bill defines futures. Is the definition general in both cases? It is. Now, if the pro- 
posed statute stopped there and contained its penalties, then every human being and 
every contract for options and futures wherever our administration extended would 
be brought within the provisions of a general statute. Does this bill do that? No ; it is 
discriminating from one end to the other; it is flagrantly and openly discriminating. 



AMEND SECTION 6 OF COITON FUTURES ACT. 119 

After defining options and futures, then the bill goes on to say, not that all contracts 
oi that kind within this broad land shall come witmn the reach of this general statute; 
no, but it picks out particular things and particular subjects matter to make them alone 
the subjects of the general law, which, ii it has any foundation in public necessity or 
public right, should operate over a sway as broad as our jurisdiction. 

Now, to what is the bill applied? Let me read. I have it here, and I will stop a 
moment and read it. Just think of it. Here are these contracts, and here are these 
general definitions. What does it, the bill, say? 

"That the articles to which the forgoing sections relate are raw or unmanufactured 
cotton, hops, wheat, com, oats, rye, barley, pork, lard, and bacon." 

And there it stops. Of all the vast objects of contract in this land it makes a general 
definition, and tnen singles these out alone to cover them by the provisions of the 
statute. Is there a Senator who does not admit that from the day of Magna Charta 
down the first and the elementary principle laid down by the English-speaking people 
is that general laws should operate generally and that no discrimination should be 
exercised? The distinguished Senator from Mississippi [Mr. George] helped to frame 
a constitution in his State recently. I venture to say that in the exercise of the power 
vested in the Legislature of the State of Mississippi this discriminating clause would be 
stricken with constitutional paralysis because it was not a general law. 

There is not a modem State constitution in this Union wmch has not put its anathe- 
ma on discrimination. How, then, is this bill justified? I do not know. By what rule 
has it been written? What has been the prescience which has looked over all this 
land and picked out these particular objects to make them alone the subject matter of 
this discriminating law? 

Mr. President, be the clamor what it may. I know my people well, and I should not 
be afraid to go with my vote before them witn this third section in my hand and invoke 
their ordinary sense of common American fair play and feel absolutely confident of 
their denunciation of this attempt to discriminate in favor of one product as against 
another product. 

How is this justified? I have heard some talk about agricultural products. My 
mail has been burdened every day for a month almost with some circular gotten up by 
fiome committee somewhere. The Senator says that this bill is in the interest oithe 
farmers, that the farmers are scattered, that they are not organized and can not protect 
their rights, and therefore they must be looked after. My mail has been burdened 
with private letters, telegrams, circulars, newspapers, pamphlets in favor of the bill 
which has engendered in my mind a deep-seated alarm that there is a mighty conspir- 
acy against the consumers of the country and in favor of certain favored persons, and I 
think I can demonstrate such to be the fact before I take my seat. 

Now, take food products. Does this bill embrace food products? Is cotton a food 
product? How does cotton get into a food-product bill? Where are butter and cheese 
and cattle and all the thousand other food products which are left out of this bill, 
which is called a food-product bill? You have in the bill things which are not food 
products, and you have not food products in, and yet it is said a great clamor comes up 
lor this bill from the American people, because it is a bill to protect food products. 
If we are going to protect food products let us protect them ; do not let us discriminate. 

Mr. Washburn. Cotton is an agricultural product. 

Mr. White. I am coming to agriculture. The trouble is that this bill is so incon- 
gruous that I defy any Senator to take a single heading and classify under it the arbi- 
trary selection of subjects which are brought within its provisions. I shall not forcet 
agriculture. Here are agricultural products. Is butter in the bill? Is cheese in tne 
bill? Is hemp in the bill? Are cattle in the bill? Are horses in the bill? Are mules 
in the bill? Are sheep in the bill? Is wool in the bill? Only, Mr. President, in so 
far as the bill pulls the wool over our eyes on the agricultural question. 

Mr. Washburn. If the Senator will allow me, they are not in the bill for the reason 
that they are not bet on in the gambling resorts of this country. That is the reason 
they are not in the bill. 

Mr. White. I am coming to that. That is a confession of the discrimination of the 
favoritism by which the items have been arbitrarily selected. If the gambling spirit 
is what the Senator thinks, then this bill is going to close the exchanges to these prod- 
ucts and open the bucket shops and gambling saloons all over the country to the prod- 
ucts which he discriminates against. Then we must write in the title of this bill 
'An act passed by the Congress of the United States to stimulate gambling in the 
agricultural products, and to encourage the opening of bucket shops by forbidding 
gambling in a few products and licensing as to all the others.' 

But, Mi. President, what a proposition — that these things are picked out for anathema 
and denunciation because they are dealt in on boards of trade. God of mercy, in this 
age of the world are we to shut our eyes to every teaching of the English-spealang race? 
Are we to confess that we are more ignorant than were our forefathers 200 years ago? 
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Why, sir, what is the history of English commerce? What has enabled it to carry on 
its wings the light of civilization and religion and truth all over this world? What has 
done it, sir, but the organized energies of the great commercial bodies of the world, 
speaking through their chambers of commerce and their boards of trade? The very 
structure of our Government, almost the very fiber of this Government, was evolved 
in that country which preserved its liberties by the efforts of its great bodies of mer- 
chants assembled togetner for the purpose of trading;. The very essense of trade is 
liberty itself; intercourse engenders the immortal spirit of liberty from the very fact 
that men gather together in the interest of commerce, which needs the wings of liberty 
and of peace to spread itself in enlightening and improving the world . 

Let us see what the argument of the Senator would lead us to. What are these 
boards of trade? They are merely the aggregation of merchants who meet in a room 
to collect the information necessary to enable every man to trade on an equal footing . 
The telegraph, the reports of all kinds, the bulletin board, everything open; so, if I 
may be pardoned in the use of such a slang expression, there is a fair and square deal^ 
and the man who buys and the man who sells, all possessing the information which is 
garnered all over the whole world, deal on an equal footing. 

Mr. President, boards of trade are true evolutions of that doctrine of equality which 
has dominated the world, the equality and liberty of man. The poor man with small 
capital who goes into the great chambers of commerce, and the boards of trade with 
all the information exposed to his view, needs to protect himself from being gouged 
and destroyed only the light of the reason which God has given him. It is putting^ 
him on an equality with the rich. The purpose of this bill, then, is to strike down all 
the trading which can be done at, an equal advantage, and to stimulate the trading^ 
where the small man will be at the mercy of the. big man. Its purpose, then, is to 
allow trading where all the protections vhich modem society ana modern commerce 
have evolved will be destroved. 

[At this point the honorable Senator yielded the floor.] 

Friday, July 22, 1892. 

Mr. White. Mr. President, when I surrendered the floor yesterday I was discussing 
what I conceive to be the confusion and the discrimination in the terms of the bill 
as to the provisions creating or defining the acts which the bill prohibits, or virtually 

Erohibits, so as to show that the objects embraced in those definitions were defined 
y no rule, followed no coherent or consistent line of thought, conflicted one with the 
other, and were utterly and entirely irreconcilable. If we view the bill as classifying 
the products as agricultural products, then a vast number of agricultural products 
were omitted. If we view the bill as a classification of food products, it omite many 
things which are food products; 

In answer to that argument the Senator from Minnesota [Mr. Washburn] yesterday 
said that the line of thought along which the bill proceeded was to reach the things 
which were traded in on boards of trade. The argument which was had yesterday I 
think led up directly to the conclusion that if that were the line of thought which 
dominated the bill, then the necessary effect of the bill was to increase instead of 
decreasing gambling and speculation, because as this system of gambling and. specu- 
lation has its origin in the inevitable tendency of the human character to take risks, 
particularly under the conditions of modern life, the exclusion of a few articles which 
were gambled in to-day, leaving the vast sum of human products out of the inhibitions 
of the bill, would simply deflect the channel of gambling from the bed into which it 
now flows into a wider and deeper and stronger and a more pernicious stream of 
gambling. 

I called attention, however, I think, yesterday to the fact that there was in my 
judgment a philosophically fundamental mistake in attempting to forbid speculative 
tendencies on boards of trade where that tendency could be executed with reasonable 
honesty and with reasonable precautions, and encourage and foster speculation where 
those restraints and restrictions and precautions did not exist. 

Last night my attention was called to a discussion of this question in a work on 
political economy, which seems to be so opposite, so entirely to embrace the subject 
matter of this discussion, that I will send to the desk and nave read the paragraph 
to which I wish to call attention. Mr. Clerk, please begin at the top of page 100 and 
read to the mark at the end of page 101. 

Mr. Stewart, What is the w^ork? 

Mr. White. Denslow on the Principles of Economic Philosophy. 

Mr. Stewart. That is first rate. He is the ablest man who has written on that 
subject. 

The Chief Clerk read as follows: 

'' It is a singular fact that markets have been the subject of popular prejudice and 
moral objection, almost in proportion to the perfection with which they economize 
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lime, tranBportation, and effort, and equalize prices. The proper meaning of a market 
is not merely the place set a|)art in which buyers and sellers may meet with their 
i(oods, but all that territory, with its groups of buyers and sellers, consumers and pro- 
ducers, of which the residents are so brought into union and contact with each other 
l)y the mutual intelligence which arises through reciprocal commerce, that one price 
is arrived at by all with facility and promptitude. 

"A market rises into its highest efficiency and value when it concentrates into one 
focus so large a portion of the buyers and sellers of a certain commodity as to become 
Iq conjunction with one or two other markets of the same kind, an authoritative 
standard of prices of the articles in which it deals, for all buyers and sellers through 
the world. By aid of the quick intelligence which the telegraph supplies and of the 
swift transjjortation which steam affordfs the whole world is thus converted into one 
market having one price, subject only to cost of transportation of the product between 
the point for which the price is quoted and all other points. Such markets are the 
BoiuBe of Paris for stocks and securities, the London Stock Exchange as well as the 
London Produce Exchange, the Liverpool and New York Cotton Exchanges, the New 
York Stock Exchange, Produce Exchange, and Real Estate Exchange, and formerly 
the Gold Room and the boards of trade (grain and provision exchange) of Chicago, in 
conjunction with those of the other western cities and that of Liverpool. 

"Concerning these exchanges, Prof. Jevons says: 'The theoretical conception of a 
perfect market is more or less completely carried out in practice. It is the work of 
brokers in any extensive market to oi]gamze exchanges so that every purchase shall be 
made with the most thorough acquaintance with t£e conditions of the trade. Each 
broker strives to gain the best knowledge of the conditions of the supply and demand 
and the earliest intimation of any change. He is in communication with as many 
other traders as possible in order to have the widest range of information and the 
greatest chance of making suitable exchanges. It is only thus that a definite market 
price can be ascertained at every moment, and varied according to the frequent news 
capable of affecting buyers and sellers. By the mediation of a body of brokers a com- 
plete consensus is established and the stock of every seller or the demand of every 
buyer brought into the market. It is of the verjr essence of trade to have wide and 
constant information. A market, then, is theoretically perfect only when all traders 
have perfect knowledge of the conditions of supply and demand and the consequent 
ratio of exchange, and in such a market as we shall now see there can only be one 
ratio of exchange of one uniform commodity at any moment. *^* 

Mr. WHrTE.'Mr. President, the object of the bill, the very classification defined in 
the bill, is to exclude the products which are dealt in on this kind of a market and leave 
outside of the operations of the bill the products which are dealt in in another or 
unrecognized market. I send up to the desk and ask to have read the description of 
the other market to which the things not brought into the bill are relegated. I have 
marked the passage on page 109 of the same work. 

The Chief Clerk read as follows: 

"In the sale of carriages, pianos, jewelry, clothing, and other things which do not 
admit of such an authoritative contest over the price, there is great inequality in the 
prices at which two persons in the same city on the same day may buy two things of 
the same kind and of equal value. Hence there is great cheating in such trading. 
One may pay $200 for a watch which another buys for $100. There is no standard. 
In all these grades of goods long credits must be given, as the dealers must hold the 
goods until they reach consumers. "* 

"But in articles dealt in by produce exchanges the price is advanced to the pro- 
ducer, and his crop can always be sold if he desires even before it is harvested. Hence 
the authoritative manufacture of prices confers somewhat the same benefit on a com- 
munity as is conferred by an authoritative system of law, religion, manners, and ethics. 
It enables every man to know each moment how he stands relatively to the results 
of his past ex-ertions, what they have cost, and how much he can get for them." 

Mr. White. Such, Mr. President, is the description of the market destroyed by the 
provisions of this bill. The agricultural products which have the safe and the sound 
and the enlightened and the progressive market as defined in this book, and, as result- 
ing from the natiu-e of things, have the hands of palsy put upon them by this proposed 
statute, and dealers are relegated to the character of market as defined so clearly by 
this author, where cheating and lying necessarily from the nature of things obtain. 
. I think that is a complete exposure therefore of the discHmination which is found 
in the bill as to the nature of the products embraced within it. But there is an answer 
yet more conclusive as to this discrimination. If the purpose and object of the bill 
jfi to strike with palsy transactions on boards of exchange, on boards of trade, vhy is 
It that the terms of the bill leave out all that vast body of property running up into 
the hundreds or thousands of millions, the bonds and stocks and values of every kind 
in this country, which form the great sum of the speculation of the country? If tie 
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vice of gambling and the tendency of gambling is what is reached by the bill on 
boards of trade or exchange, why is it that the bill leaves the New York Stock Ex- 
change and all the other great stock exchanges in this country open, where values 
exceeding in value the things included in this bill are dealt in, by the very methods 
and by the very procedures which the bill condemns? By what rule will we here, 
l^slating for a wnole country, say that we will make our legislation partial; that we 
will select one class and leave out other and greater classes by applying the rule 
which the distinguished Senator has announced? . ' 

Mr. Pre^^ddent, this discrimination as to the things which are made the subject 
matter of the legislation in the bill is, in my judgment, far the least discrimination 
which the bill contains. The discrimination which hitherto I have demonstrated is 
as to the object to which it is applied. There is a broader, deeper discrimination in 
the bill as to classes in this country. I find in the testimony a statement by the presi- 
dent of the Milwaukee Chamber of Commerce as to the class distinction which is car- 
ried in tiiis bill, which strikes me with so much force that I send it to the desk to be 
read. 

Mr. George. What is the name of the witness? 

The Chief Clerk read as follows: 

Mr. Bacon, of the Milwaukee Chamber of Commerce: 

"Now, I wish to call attention to the fact that this legislation, if it is to have the 
effect which it is expected to have, and which is undoubtedly the object of the pro- 
moters of this measure, is legislation in favor of a class — ^in favor of the producing 
class; and if it produces the effect desired, it is legislation against the interest of the 
consuming class. It stands to reason that whatever enhancement of value may inure 
to the farmer falls necessarily upon the consumer. 

"The census of 1880 (the figures for 1890 are not yet prepared) shows that the number 
of persons engaged in all gainful occupations of the country were 17,392,000, in round 
numbers; of those engaged in agriculture there were 7,670,000, constituting 44 per 
cent of the whole. Those engaged, as it is termed, in gainful occupations comprising 
the mercantile and manufacturing and minine interests of the country; those engaged 
in amculture comprising all who are engaged in any branch of agriculture, not only 
in the raising of grain and live stock, but florists, tree men, and every branch of 
agricultural service; showing that 44 per cent of the population is directly interested 
in the production of agricultural products of all kinds. For the benefit of that 44 
per cent the other 56 per cent of the population, if the objects of the bill be accom- 
plished, will be taxed; or, to speak more properly, they are to be deprived of the 
benefit resulting from the operations of the natural and established laws of trade in 
their favor in order that 44 per cent of the population may receive a benefit. Now, 
the injustice of that is apparent on its face. 

"But I wish to go a little further on that point. Of those engaged in agricultural 

gursuits, the number so engaged in the 10 cotton States is 2,837, (XX), which, deducted 
om the whole number engaged in agriculture, leaves 4,833,000. presumably engaged 
in the production of cereal and meat products, which represents a percentage of 28 of 
the aggregate. Instead of those who are raising cereal products, who are supposed to 
be benefited by this bill, being 44 per cent of tiie whole, it would be only 28 per cent 
of the whole. Those who are eneaged in raising cotton are, of course, consumers of 
cereal products and of meats which are raised in the North, and they become sufferers 
in consequence of the enhanced values that are expected to result from the operation 
of this bill. ' I belreve these expectations to be false, and that they will not be realized. 
But it is the purpose of the promoters of the bill to produce this result for the benefit of 
those engagea in raising cereal and meat products of the country, and if it does produce 
that effect it benefits 28 per cent of the pjeople at the expense of 72 per cent of the 
people. Now, I submit whether this is fair legislation, to say nothing of the wisdom 
of it." 

Mr. White. Now I send up to be read the opinion of Mr. Pillsbury as to the effect 
of this legislation if the purpose of its authors is successful. I desire to say before the 
Chief Clerk reads the excerpt that in the course of my remarks to-day I shall have 
occasion to refer to Mr. Pillsbury as an authority on the subject matter under discussion. 
At the very outset I wish to distinctly announce the fact that in referring to Mr. 
Pillsbury I intend by no way, directly or indirectly, in the remotest possible manner 
to refer to the distinguished Senator from Minnesota because of the fact that he has a 
business connection with Mr. Pillsbury. 

There is no Senator on this floor for whom I have a higher respect and a more pro- 
found admiration than the Senator from Minnesota; and if I make these references in 
the discharge of my duty I wish to enter at once a disclaimer of any possible imputation 
that in any way in the world I wish to indicate that I think the distinguished Senator 
is impelled in his course on this bill by anything but the highest sense of public duty 
to his countrv. 
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The Chief Clerk read as followB: 
 * Senator Platt. Then comes the other question which I was going to ask: Suppose 
this bill can be passed; do you think it would have any effect on the average price of 
wheat for the year? 
•'Mr. PiLLSBURY. I think decidedly it would. 
•'Senator Platt. Would make it higher? 
'Mr. PiLLSBURY. Yes, sir. 

Senator Platt. And then the people who eat the wheat would have to give more 
for it? 
"Mr. PiLLSBURY. They would. 
•'Senator Platt. Do you think that is a good thing? 
"'Mr. PiLLSBURY. Yes, sir. 

"Senator Platt. To make every man who eats your flour pay more for i^in conse- 
quence of legislation? 

'Mr. PiLLSBURY. Yes, sir; so long as this country is an exporter of wheat and raises 
one-third more wheat than it consumes. If we can keep the price of breadstuffs on a 
higher level, as it is well known that the little farmers have not had li'ving prices for 
their wheat, I think it would be a good thing for the country, taken as a whole, and 
I think that Connecticut would be more prosperous if the people of that State had to 
pay a dollar or two more for their flour; I think that the general buying capacity of the 
Xorthwest and wheat-growing States would be that much incrc^ksed. That is my 
doctrine of political economy." 

Mr. White. Now, Mr. President, let us admit that the theory of the proponents of 
the bill is true, these consequences will follow. Are they just? Is there a Senator 
who admits that we should legislate in favor of one class and against the other? 
Mr. Washburn. Will the Senator allow me just a moment? 
Mr. White. Certainly. 

Mr. Washburn. Does not the Senator think it is fair, both to the producer and to 
the consumer to allow the law of trade and supply? My idea is that there should be 
no artificial change whereby prices are made either one way or the other from the 
legitimate law of supply and demand. 

Mr. White. I, of course, anticipated and was approaching the objection which the 
^nator makes. But it seems to me there is a confusion of thought in the Senator's 
mind; I say it with great respect. Is not the right to make a contract for future de- 
livery as much a right as the right to make any other contract? Has not the Supreme 
Court of the United States recognized that a future contract was a valid contract? 
Is not the sum of human liberty the right of a citizen to deal as he pleajses and with 
such freedom as belongs to everyone? 

Of course, just legislation ought to balance every man's right equally and leave 
every man his freedom. But when it is proposed to restrain a man of his natural 
liberty to make a contract, which right inheres in him, with the object and purpose 
of bettering one class to the detriment of the other, I submit it is vicious and wrong 
in legislation. 

The only answer I find in the testimony is that there is such a solidarity between 
all classes of a community that if you benefit one the reflex resultant of this benefiting 
of one will sb help the one who is injured as to cure the wound which you will have 
inflicted by the statute. That is the argument. I shall not attempt to answer it now. 
Suffice to say that this is the argument put all through this testimony by those who 
urge this bill. I shall have occasion, I think, in a few moments to show that while 
they put this argument for the purpose of defending this part of the bill, when they 
reach another part of tfie bill which is subject to attack, they deny the solidarity 
which they affirm here for the purpose of defending this provision. 

Now, let us see if there is not another discrimination in the bill, a discrimination 
as to persons. The second section of liie bill, after defining futures and options, says 
what? It excepts certain persons from every provision of the bill, and who are those 
persons? The Government of the United States and every town and municipality. 
Xow, what is the theory of this bill? The theory of the bill is that these dealings are 
wrong, that they ought to be forbidden. It looks to me as very bad public policy 
to denounce a thing by a prohibitory tax and then immediately declare that the 
Government may do it. That looks to me indefensible. What answer does the dis- 
tine^uished Senator make to this objection? He says, and I quote from his speech: 

"The United States or any State, Territory, county, or municipality do not come 
within the provisions of this section, for the United States, or any State, Territory, 
or municipality do not make their purchases of supplies of boards of trade, but they 
are iisually made by receiving bids or proposals from parties who have the articles 
desired to be purchased." 
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The Government is excepted from the operation of the bill because the Government 
deals with people who have the objects which they propose to offer. Is not ttiat 
entirely inaccurate? Does not everybody know that nearly all the supplies which 
are furnished this Gk)ve!mment are tendered to the Government bjr people who have 
not got them and who have to acquire them? The very coal which is to heat this 
building at the next session of Congress has been contracted for, I am told, by one wlio 
is a coal dealer, and he has a contract for future delivery with a miner who is to 
mine it. 

Therefore this exception is all wrong. It is a plain discrimination. The reason 
given for it is wrong. The reason given for it strikes me as a very confused reason. 
If the terms of the bill do not reach the Government, then why is the Government 
excepted? The very making of the exception in the bill under every elementary 
rule of coi^truction is a negative pregnant with the affirmative that if the exception 
were not made the Government would be included; and yet the Government is ex- 
cepted on the ground that the bill does not cover the Government, when if that be 
accurate there was no necessity for the governmental exception whatever. 

Let me show by a curious coincidence how remarkable this exception is. One 
of the subject matters included in the bill, and, as I hope to demonstrate later, will 
be ruined by it, is cotton. Where did dealing in futures in cotton arise? Such trades 
in cotton futures arose in dealing "with the Government. This is shown by an examina- 
tion of a work which is the most authoritative work on cotton, Mr. Donnell's work, 
the accepted authority with everybody in the cotton trade. Mr. Donnell was a 
broker of great merit and high character, who, having accumulated a competency, has 
retired from business and devoted himself to the literature of this subject. In dis- 
cussing the question of the origin of the future delivery of cotton he says: 

** Contracts for future delivery. — ^This business commenced during our Civil War. " 

Speaking of cotton: 

"Some of our manufacturers entered into large contracts with the Government, 
and covered themselves by purchasing the raw material for delivery at some future 
time. The price, within certain wide limits, was then of much less importance than 
the certainty of getting the cotton when needed." — (E. J. Donnell's History of Cotton, 
p. 614.) 

Now, the Government is excepted from the operation of this bill on the ground that 
the bill does not apply to the Government; therefore showing that the exception 
ought not to be here. It is excepted on the further ground that people who sell to 
the Government have the property, when such is not the fact. Here the development 
comes that the very origin of dealing in futures in cotton came from contracts with 
the Government made during the Civil War. It seems to me this answer is 
complete — — 

Mr. Washburn. Was it made on a board of exchange? 

Mr. White. I have- already answered the Senator's argument about the board of 
exchange. I have already demonstrated, I think, that trade can be a great deal 
more safely made on a board of exchange, where all the dealers, all the sellers, and 
all the buyers are congregated, where there is an ascertained and established price, 
than it can be made where sucn a thing does not exist. 

Let us take the distinction as to persons. The farmer has been left out from the 
prohibition of the bill. I think hereafter, when I come to another part of the bill, I 
can show that this is an illusory jack-o'-lantern exception left in this bill to lure liie 
farmer on to his destruction. But suppose I should not demonstrate that. By what 
theory are we to say here is a class of contracts which we strike with, moral and legal 
inhibition, and t^en immediately take out of the reach of the inhibition a certain 
favored class of persons? 

Mr. President, the germ of more harm to the farming class lies within that exception 
than words can tell. They, above all other people in the race for honest government, 
require no discrimination. They, above all other people, must guard themselves 
against the arbitrary exercise of governmental power for the purpose of favoring 
classes. In this proposed statute the illusory concession which is made to thensi is sure 
to become the fruitful source of untold injuries to come hereafter. 

But it may be said the farmer makes the crop; the farmer intends to get a crop. 
This bill only allows him to sell the crop which he has in process of fruition or which 
he intends to make, and it uses that expression. Does that differentiate the proposi- 
tion? Is the farmer's intention to make his crop any more serious than may be the 
intention of the man who contracts to deliver a thousand bushels of wheat on a par- 
ticular day? Is the realization of his intention any more possible? Is the certainty 
that the intention which is in his mind is going to take life and being by the produc- 
tion of that crop any more certain than would be the ability of a man of fortune, with 
the money in bank, to buy the product that he is going to buy in the fulfillment of a 
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contract? Is it not absolutely certain, on the other hand, that the risk of not being 
able to fulfiU, whatever may be the honesty of the intention, is greater in the farmer*8 
case than it is in the other? 

There is the exception written into this bill of retail dealers, and I suppose other 
exceptions. I think that makes this an exceptional bill, so entirely exceptional that 
I think it ought to be beaten. 

But let me call attention to another thing. All through this testimony — and I want 
to emphasize this fact — ^all through this testimony there is the admission that it is 
absolutely essential for the successful commercial sale of the things which are stated 
in the biU that trade for futiuB delivery in them should not be hampered. Even the 
persons who most favor this l^iislation in their testimony say we would be against 
this legislation if it hampered Intimate trade. The distinguished Senator from 
Minnesota in his speech on the bill said: 

"I desire right here to distinctly state that it is not the purpose of this bill — 
neither does it — in any manner wliatever to interfere with the oaigain, purchase, or 
sale of any product or property where the party making such sale is the owner thereof 
or where he has a contract for the ownership or right of possession of the same. 

"It neither seeks nor does it in any way interfere with the freedom of commerce, 
but leaves legitimate trade witiiout restriction or hindrance." 

These words were delivered in a discussion of this bill with the twelfth section in 
it, with the twelfth section in it which imposed a license of ^ upon all trade in actual 
cotton, even the trading taken out of the operation of the definitions in the bill. It is 
said of this bill to-day, which, even after me motion to strike out the twelfth section 
has carried, leaves the thirteenth section in it — that section provides that wherever 
an internal-revenue collector has reason to believe or to presume that any man h 
doing the things forbidden by the act, although he be making the future sales which 
are allowed, shall have a right to call for and inspect his boolra and business. 

The freedom from unreasonable search arose with Magna Charta; have we come now 
to this state of things in the American Senate that a contract which all the courts 
have declared to be lawful, which the bill admits to be lawful, is submitteed to the 
right of search upon the mere suspicion of an internal-revenue officer? Yet the 
declaration is maoe that there is no intention in this bill to interfere with the freedom 
of trade. The earnestness of purpose and the zeal of the distinguished Senator, the 
evil which he sees and wishes to cure for a great public purpose, have so dominated 
his mind and clouded his vision that there lies a fog between his mind and the great 
and elementary principles of American Government; he sees freedom where I see 
slavery and oppression. 

Mr. President, let me pass away from these things. I wish to discuss the essential 
features of the bill now. I have discussed it hitherto on the theory that it was uncon- 
stitutional. I have taken up its contrarieties, and its confusions, and its contradic- 
tions, and its stipulations against human liberty and elementary rights. I propose 
now to turn my back upon all that. I propose to urge the defeat of this bill, sup- 
posing that this was a body with no restriction on it whatever, that this Senate was 
the most untrammeled and absolute legislative body in the world, that the Constitu- 
tion was a myth, and all the restraints of EngUsh-spealdng government a mere chimera 
which we had forgotten and which we were never to recall. I say, looking at this 
bill from this point, it is pernicious and vicious; that it will strike a blow at the 
commerce of this coimtry the length and breadth and width and depth of which no 
human mind can compass until its results of disaster have worked out. Let me see 
if that is true. 

There is an elementary principle of legislation that in matters of commerce the 
wisest, safest, best, the most enlightened process is to accept the judgment of the men 
who by long commercial training and long commercial experience have a knowledge 
of the commercial subject matter in hand. That is an elementary rule. There is 
not a court, I think, in this land sitting to-day with a jurv impaneled between man 
and man — ^I do not know how it is in the other States; I know it is so in mine, and 
I know it is laid down in elementary books on evidence — ^that if a complex commercial 
question were presented to that jury a commercial expert would not be allowed to 
testify. All the great reforms in our system, the protection of innocent holders, the 
rights accorded to third parties, all our system of insurance, all our system of mari- 
time law, are not originally the creatures of statute. They were all brought forth 
from a mighty evolution, which treated the aggr^ate sense of the commercial world 
on a commercial question as the aggregate common sense of mankind. 

Now, what is the fact about this bill? There is a persistent, consistent, a universal 
declaration of all the commercial bodies in this country against this bill, and speci- 
fically pointing out the evils which will result from it. 
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Mr. President, I send to the desk and desire to have read the protest of the Chamber 
of Commerce of the State of New York. 
The Vice President. The protest will be read. 
The Secretary read as follows: 

"the chamber of commerce of the state of new YORK. 

"Meeting of Thursday, March 3, 1892. 

"The committee on internal trade and improvements, to whose attention was 
brought a request from the New York Cotton Exchange to join in a protest against 
three bills which have been recently presented to Confess, viz: House bill No. 
2699, by Mr. Hatch, of Missouri; Senate bill No. 685, by Mr. Washburn; and Senate 
bill No. 1268, by Mr. Peffer, reported as follows through Chairman Louis Windmuller: 

" It appears to have been the mistaken notions of the farmers that they could benefit 
producers as well as consumers if they throw obstacles in the way of dealers, to sell 
what they do not own and buy what they do not need. They evidently believe 
that such sales and purchases tend unnaturally to depress or advance values. Thev 
seem to forget that these so-called speculators must deliver what they have sold and 
pay for what they bought. The price of the cotton is low, not because it was sold 
short, but because the production is large and consumption is small. 

"When a manufacturer is anxious to secure raw material for future orders, which 
are offered to him at a time when cotton on the spot commands a higher price than 
he can pay, the middleman, who anticipates a reduction of values, comes forward 
and agrees to furnish it at a figure which enables the mill owner to close contracts 
for the fabrics demanded by his customers. Breadstuffs are high, not because they 
were bought for a rise, but because they are needed by nations whose crops have 
been a failure. An exporter receives an order to forward at certain limits, when 
navigation opens, to a port on the Baltic Sea, a cargo of com. It is unobtainable 
and not wanted for immediate delivery. The dealer in futures steps in and agrees 
to furmsh to the exporter what he wants at the time when he needs it. 

"It is indisputable that such dealers have become useful factors in the general 
developme'nt of commerce ever since it has assumed large proportions. They take 
risks by which future wants are provided in our home market as well as in foreign 
countries. When they overstep the limits of prudence they are the sufferers, rather 
than producers and consumers. A combination of such men is not powerful enough 
to control prices of the great staples of this country beyond their natural level so as 
to cause serious injury. 

" But even if the pubUc should occasionally suffer because the markets have been 
forestalled, your committee does not believe that the course provided by these bills 
furnishes a proper remedy for the evil. Past experience shows that legislation will 
only do harm when it tries to intefrere with the natural laws of trade. 

'^ Your committee therefore recommend that this chamber join the Cotton Exchange 
and the other commercial bodies throughout the country in a protest against the 
passage of these bills, as they would injure the best interests of the community. 

'*0n motion the following resolutions were unanimou^lv adopted: 
"Whereas there has been introduced in the Senate of the United States by Senator 
Washburn, of Minnesota, bills known as S. 685 and S. 1757, and in the House of 
Representatives by Representative Hatch of Missouri, a bill known as H. R. 2699, 
levying a tax on purcnases and sales for future delivery of cotton and all hog 
products of 5 cents per pound, and on wheat, com, oats, barley, and other grain 
of 20 cents per bushel ; and 
** Whereas should any one of these be enacted into law the result would be the suppres- 
sion of the trading in this country in what is known as contracts for future deliverv 
of the articles mentioned, to the great detriment of all persons engaged in their 
growing, handling, or consuming: 

^^ Resolved, That the Chamber of Commerce of the State of New York hereby enter.^ 
its solemn protest against the enactment into law of any of the before-mentioned bills 
now before Congress or of any other bill or bills of similar purport. 

** Resolved, That this Chamber hereby expresses its condemnation of any attempt on 
the part of Congress to enact laws for the supposed benefit of one portion of the com 
munity as against another. 

^^ Resolved, That whatever the asserted evils may be incident to this method of doing 
business, it affords a measure of securitv and protection to legitimate traders as well as 
to the producers of the articles named that is not to be disregarded. 

*' Resolved, That it is the opinion of this chamber that no good can result to the agri- 
cultural interest of the country by any legislation that curtails and restricts free and 
untrammeled trading. 
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^* Resolved, That the great law of supply and demand regulates values of everything, 
and that no particular system of trading can ever more than temporarily, if at all, 
obstruct its full operation; that this inexorable law always has and always will operate 
whether a man sells what he does not possess in the hope of securing it at a later period 
at a less price or not, and that any effort having in view the abolition of 'short selling, ' 
if enacted into law, would not only fail to secure the imaginary benefits sought, but 
would be productive of incalculable injury to legitimate business interests while this 
fact is in process of being determined. 

*^ Resolved, That a copy of this protest be forwarded to each Senator and Representa- 
tive in Congress. 

"Geo. Wilson, Secretary.*^ 

Mr. Whife. Mr. President, I sent up and had read first the memorial of this great 
body, because by its constitution and organization it is not a trade body. It is not the 
Chamber of Commerce of New York City. It is the Chamber of Commerce of the 
State of New York, perhaps one of the greatest bodies of commercial advisers in the 
commercial world to-day, composed of men many of whom are removed from practical 
business, men of large fortune, dealing in vast sums, men of great ability and thor- 
oughly versed in the movements of commerce, whose opinion and judgment expressed 
on any commercial question anywhere where commerce is carried on would have great 
weight and great responsibility. 

I now send up to the desk, Mr. President, and ask to have read the memorials of the 
banks and bankers of New York, the banks and bankers of Chicago, and the banks and 
bankers of the city of New Orleans. 

The Secretary read as follows: 

*'NEW YORK BANKS AND BANKERS. 

**New York, February 4, hS92. 

'^To the honorable the House of Representatives of the United States: 

"The undersigned, engaged in the banking business in the city of New York, be- 
lieve that if House of Representatives bill No. 2699, now before your honorable body, 
taxing purchases and sales of cotton, grain, and hog products for future delivery, be- 
comes a law it will do great damage to the business m those articles and work a serious 
injury to producers. 

"Tliat, as bankers, we consider our risk in advancing on such property very much 
less than was the case prior to the inauguration of the present method of doing business. 
"We therefore earnestly protest against the passage of this meajsure and trust that no 
legislation in this direction may be approved by your honorable body. 

"Jas. T. Woodward, president Hanover National Bank; J. Edward Sim- 
mons, president Fourth National Bank; Warner Van Norden, president 
National Bank of North America; Arthur B. Graves, president St. 
Nicholas Bank; James Stillman, president National City Bank; A. E. 
Orr, vice president Mechanics' National Bank; Forest H. Parker, 
president New York Produce Exchange; Charles M. Frv, president 
Bank of New York National Banking Association; R. M. Gallaway, 
president Merchants* National Bank; H. Rocholl, president German 
American Bank; W. W. Flannagan, president Southern National Bank, 
W. A. Nash, president Com Exchange Bank; J. H. Parker, president 
United States National Bank; Jno. B. Woodward, president Third 
National Bank; W. W. Sherman, president National Bank of Commerce; 
W. H. Perkins, president Bank of America; R. L. Edwards, president 
Bank of the State of New York; E. H. Perkins, jr., president Importers' 
and Traders' National Bank; H. W. Cannon, resident Chase National 
Bank; J. W. Cilley, president Ninth National Bank; D. C. Hays, presi- 
dent Manhattan Co.; Geoige Bliss, of Morton. Bliss & Co., bankers; 
Ladenburg, Thalmann & Co., bankers; Knauth, Nachod & Kuhne, 
bankers; Lazard Freres, bankers; Baring, Magoun & Co., bankers; 
Brown Bros. & Co., bankers; J. & W. Seligman <fe Co., bankers; Heldel- 
bach, Ickelheimer & Co., bankers; Kuhn, Loeb & Co., bankers; Blake 
Brothers & Co., bankers." 

The Vice President. Does the Senator desire to have the names attached to these 
memorials read? 
Mr. WnrrB. No; Mr. President; I do not. 
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The Secretary continued to read as follows: 

''CHICAGO BANKS AND BANKERS. 

"Chicago, III., February 4, 189£. 
^^ To the Congress of the United States: 

''The undersigned hereby respectfully and urgently protest against the enactment 
of Senate bill 1757, 'defining options and futures,' and known as the Washburn bill. 

"We believe that the passage of any such bill would be not only seriously detri- 
mental to the agricultunst, but would be of incalculable injury to the manifold 
industries of the entire country, inasmuch as these industries depend for their profitable 
prosecution upon that system of buying and selling for future delivery which the Wash- 
bum bill would destroy. 

"We believe the dealings in futures in grain and hog product, as regulated by the 
board of trade of the city of Chicago ana similar exchanges, based on the actual 
delivery of the commodity traded m, are the highest development, after years of 
experience and labor, of the best system of handling the enormous crops of this country 
to the most profitable advantage of the producer. 

"This system affords an open market on which the world's competition can meet in 
establishing values without the limitations and restrictions which an exclusively 
consumptive demand would impose. 

"Itsdaily declaration of values is an analysis of the world's product and require- 
ment, and reduces to the minimum the risk of those engaged in handling the crops, 
thereby securing to the producer the highest bids at all times. 

"By this system our merchants yearly advance millions of money for the cribbing 
and warehousing of grain throughout the country, which without the protection of 
the present market would not be done. 

"To destroy this system, as contemplated by the Washington bill, would reduce 
the circulation of money when most needed to move the crops, would greatly restrict 
credits, owing to uncertainty of values, practically drive the small grain merchants 
from the field, and concentrate the business of handling the products herein referred to 
in the hands of wealthy corporations and syndicates of warehousemen and millers. 

"Com Exchange Bank, by Ernest A. Hamill, vice president; Illinois State 
Savings Bank, by J. J. Mitchell, president; Bank of Montreal, Chicago, 
111., by William Monro, manager; Union National Bank, by August 
Blum, cashier; the Northwestern National Bank, of Chicago, by E. 
Buckingham, president; the Metropolitan National Bank, by E. J. 
Keith, president; the Atlas National Bank, by C. B. Farwell, vice 

President; Merchants' National Bank, by C. J. Blair, president; the 
[erchants' Loan & Trust Co., by J. W. Doane, president; the Com- 
mercial National Bank, of Chicago, by H. F. Eames, president; the 
American Trust & Savings Bank, by G. B. Shaw, president; Fort 
Dearborn National Bank, by John A. King, president; American 
Exchange National Bank, by John B. Kirk, president; the Union 
Trust Co., of Chicago, by S. W. Rawson, president; the National 
Bank of Illinois, by George Schneider, president; Hibernian Banking 
Association, by J. V. Clark, president; First National Bank, of Chicago, 
by R. J. Street, cashier; Continental National Bank, by John C. Black, 
president; the Columbia National Bank, by Z. Dwiggins, cashier; 
the Globe National Bank, by D. A. Moulton, cashier; Royal Trust Co., 
by J. B. Wilbur, cashier; National Bank of the Republic, Chicago, 111., 
by John A. Lynch, president; the Hide and Leather National Bank, 
Chicago, 111., by Charles F. Grey, president; the Northern Trust Co., 
by Byron L. Smith, president; National Bank of America, by Morton 
B. Hull, vice president; Bank of Commerce, by H. Felsenthal, presi- 
dent; Commercial Loan & Trust Co., by James B. Hobbs, president; 
Chemical National Bank, Chicago, 111., by G. E. Hopkins, cashier; 
Franklin MacVeagh; Marshall Field; Sprague, Warner & Co.; Lord, 
Owen & Co. ; Markley, Ailing & Co. ; Pitkin & Brooks; Ried, Murdock 
& Co.; W. M. Hoyt & Co.; Kelley, Maus & Co.; M. D. Wells & Co.; 
Selz, Schwab & Co.; Phelps, Dodge & Palmer; Butler Bros.; Carson, 
Pirie, Scott & Co. ; James H. Walker & Co. ; Hy. W. King & Co. ; C. M. 
Henderson & Co.; Sweet, Dempster & Co.; Wells & Nelleear Co.; 
Hibbard, Spencer, Bartlett & Co.; McCormick Harvesting Machine 
Co.; Frazer & Chalmers; Warder, Buahnel & Glessner Co." 
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"new ORLEANS BANKS AND BANKERS. 



''New Orleans, December dO, 1891. 

"To the honorable the House of Representatives and Senate 

of the United States of America, Washington, D. C: 

"The undereis^ned. enq:ag:ed in the bankinq: busiueas in the city of New Orleans, 
believe if Senate bill 685, *the Washburn bill,' taxing purchase and ale of cotton, 
^in, and hoo; products, becomes a law, that it will do immense damage to the business 
ia those articles, reduce stability in values, and work great injury; and that as bankers 
we consider our risk in advancing on such property very much less than was the case 
prior to the inauguration of the present mode of doing business. Therefore we most 
respectfully protest ag9,inst the passage of the bill. 

"N. B. Sliofh, president. Southern National bank; R. M. Walmsley, presi- 
dent, Louisiana National Bank; C. Kohn, president, Union National 
Bank; A. Baldwin, president. New Orleans ^National Bank; George 
R. Preston, president, Hibernia National Bank; G. W. Nott, president. 
Citizens' Bank of Louisiana; L. C. Fallon, president, Mutual National 
Bank; Chas. F. Ho£fman, bankers and exchange; H. Maspero, presi- 
dent. Traders' Bank; James T. Hayden, president, Whitney National 
Bank; H. Grardes, president, American National Bank; W. P. Nicholls, 
president. Bank of Commerce; N. Landry, president. People's Bank 
of New Orleans; Pierre Lanaux, president. State National Bank; 
J. C. Morris, president, New Orleans Canal & Banking Co.; G. Ad. 
Blaffer, cashier, Germania Savings Bank; Jos. L. Bourdette; Fred. 
Peters, president, Metropolitan Bank; Gilbert H. Green; Germania 
National Bank, J. C. Denis, president; Moore, Hyams & Co.; Isidore 
Newman, sr.; Bertus & Durel." 

Mr. White. Mr. President, I send, in addition to these, a list of commetcial bodies 
throughout the country protesting against the passage of this bill. Along with that 
list I send up the memorials themselves; and I request that the list be printed as 
a part of my remarks, and that the memorials also be printed as an appendix. 

The Vice President. That order will be made if there be no objection. The 
Chair hears no objection. It is so ordered. 

Mr. White. I ask that the list be read. 

The Vice President. The list will be read. 

The Secretary read as follows: 

"list op exchanges, boards of trade, merchants, millers, etc., protesting 

against antioption bill. 

"New Orleans Cotton Exchange. 
'Savannah Cotton Exchange. 
'Houston Cotton Exchange and Board of Trade. 
'Mobile Cotton Exchange. 
'Greenville Cotton Excfiange. 
'Memphis Cotton Exchaivge. 
'Milwaukee Chamber of Commerce. 
Chicago Board of Trade. 
''New York Produce Exchange. 
'New Orleans Board of Trade (Ltd.). 
' New Orleans Clearing House Association . 
'Bankers, millers, and merchants of Toledo, Ohio. 
''Baltimore Corn and Flour Exchange. 
'Chicago merchants and manufacturers. 
"Minneapolis Clearing House Association. 
'Minneapolis Business Union. 
' ' Minneapolis Chamber of Commerce . " 

Mr. Wbite. Now, Mr. President, in the face of this almost universal commercial 
opinion are we going to pass this bill? Will it be said, as was intimated on this floor, 
that perhaps some of the bankers may have objections to the bill because it would 
affect their deposits of margins on futures? Can that be said of this great body of 
bankers througnout this country? 

Why, Mr. President, but a while ago when I put the question as to the discrimina- 
tion against one of the large interests of the coimtry by this bill, the only answer 
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made was that there was such a solidarity of interest that the benefits of one would 
be resultingly compensatory for the injury to the others. Solidarity of interest 
which is affirmed, as respects the discriminating clause of this bill, is now denied 
in the face of this great testimony of commercial men from one end of this country 
to the other, men who have been dealing in these methods of business and who 
know their utility to the commerce of the laud. 

Why, sir, there is hardly a cotton i)lant blooming in the Southern States to-day, 
there is not a leaf of a cotton plant smiling in the wmd which does not trace its way 
back in some way by some connection, however remote, to the capital which is rep- 
resented in these petitions. That capital will suffer as much as will the producer 
by the. passage of this bill. 

The railroads, all the great interests of the country, act and react one upon the 
other, and you can not strike down the producing element of this country without 
striking down these great interests. When you find all these enlightened interests, 
all these men and bodies who are inseparably connected with the interests of the 
country, uniting on a purely commercial question in unbroken opinion as to the 
commercial harm which is to come from a given commercial restriction, it seems 
to me it is trivial to the last degree to say that their interest is not the interest of the 
producer and that the producer can be stricken down without their feeling it. 

These banks and bankers are the instrumentalities by which the producer makes 
and moves his crops. The great bank at New York loans its money to the bank: 
elsewhere, who in turn loans it to a factor, who loans it to a planter. The factors 
in New Orleans loan money throughout the Mississippi Valley to their constituents 
to enable them to make their crops. The ability of one of these classes to pay the 
other depends largely upon the making of crops. The increased ability to pay de- 
pends upon what the crop will bring in the markets of the world. 

And yet we are told now, as to all of these great interests, complex and involved, 
united as by the inevitable laws of nature itsdf, that these merchants do not belong 
to the producing class and have no right to a judgment on this great matter of com- 
merce. That argument denies the only premise upon which the discrimination in 
the bill as to classes can possibly be justined. 

But, Mr. President, we are not left to opiniojcis in oiur own country. All over the 
world — ^in England, in Germany, in Austria, in France, in Holland, in India, in 
Egypt, everywhere — this system of forward-delivery sales, which is an evolution to 
meet the wants of modem trade, obtains and is practiced. 

Yet, at this late day, in this great body, representing the greatest commercial people 
in the world, the most active, the most enlightened, the most fertile in resources, the 
most advanced, are we to be called upon to listen to the contention that all the bankers 
of the world, not only in this country but everywhere, the great business men of the 
world, all the exchanges of the world, without reference to nationality, are a mere 
body of degraded and prostituted gamblers? That is the inevitable outcome from the 
arguments which have been adduced on this floor; arguments, in my judgment, in 
the domain of reason, as flimsy and as wanting in logical foundation as it is possible 
for argumentation to be. , - 

No, Mr. President, when we come to commercial questions and find the universal 
consensus of commercial mankind agreeing to one thing, all tending to one thing, all 
supporting an evolution which has come, which is here, and which must remain, I say 
against all this the opinion of any one man here or there or somewhere- else should 
weigh as nothing. If we were dealing with a theory, if there were here a question of 
natural philospohy or of chemistry, perhaps one mind with one ray of light could shed 
over the whole universe a splendor which all the world had not discovered. But 
when we come to the practical things of life, things that were not born but were 
evolved from commerce, because commerce is not a birth but an evolution, the only 
safe rule is to listen to commercial opinions. Commerce is a creation of the aggregate 
practical common sense of mankind, and nothing ever obtains universally in commerce 
that has not been founded upon the rock of things practical. 

It is a mistake to say, as has been intimated here, that these bodies whose petitions 
I have presented are bodies not of producers. Why, the only body I am familiar 
with, Mr. President, is the Cotton Exchange of New Orleans. That exchange has a 
great many producers, agents, or factors of planters as members. It has the buyer and 
the seller, the planter, and the factor who represents a vast volume of planters. If 
you were to-day to put an exhaust pump on the cotton fields of the southern country 
and draw out of those fields the money which has gone from these commercial bodies 
and whose only hope of return is in the fruition and wise marketing of those crops, 
you would cause no greater destruction to sweep over those fertile and laughing fields 
than will, I am afraid, result from the passage of this bill. 

Now, Mr. President, having laid down these general principles, I propose to look at 
the origin of this system of future delivery and see whence it came. 
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Where did it take its birth? If we look back 40 years and picture the conditiolis 
of things at that time, and then look at the condition of things to^ay, sum up the 
whole mass of human acquisition existing now and compare it with the himian acqui- 
sitions of those days, we shall have a r^sum^ of the growth of this future sAstem. 

There is not a spark of electricity encircling the world to^ay like a flash of lightning 
which does not carr>' in its womb the germ of an undeveloped future contract. There 
is not a railroad train dashing over the land that has not written upon its locomotive 
headlight the necessity of future contracts. There is not a steamship plowing the vast 
deep with all the rapidity of ocean transit which now obtains that does not at every 
puff of her mighty engine repeat and repeat again to the commerce of the whole 
civilized world the necessity of future contracts. 

I found, Mr. President, this morning, in a paper recently published in New York 
on the death of an illustrious man, an estimate of the consequences which had come 
from the electric cable joining Europe and America. The writer of that article, with 
much lucidity, called attention to the fact that it was the intermingling and inter- 
communication between man and man which had generated this closeness of union 
in commercial transactions out of which had developed this system which dominates 
the commercial world to-day and which lies at the loundation of every human busi- 
ness. There is not a civilized himian being who does not bear li\'ing evidence not 
only of the necessity but the universality of this practice. 

The very material from which the coat I wear was woven was probably bought on 
future delivery. The spinner who spun it, in order to save himself from loss, had 
sold it for future delivery in order to be guaranteed a price which would be remunera- 
tive. There is not a thing to-day which enters into the use or consumption of man- 
kind which, under this modem and universal system of future delivery, is not covered 
by contract in one way or the other to save loss which would otherwise result. 

The inevitable tendency of modern business is to draw people together, to make in- 
tercommunication of man with man greater. The inevitable result is equality. The 
future business is the necessary result of the struggle between men for equality. Before 
the future business came into being the large capitalists, the mighty millionaires, of 
whom the Senator from Minnesota speaks, nad to furnish the money with which to 
carry on commerce. This future system, as I have said, is the result of the struggle 
for equality. Before it came large fortunes were required to carry and hold the pro- 
duct and submit to the great expense and risk which resulted from the holding them 
until taken by consumers, whereas now the ingenuity and quickness of the minds of 
men, responding to the wants of modern trade, have engendered this system of future 
delivery, which has put every man upon a footing of equality with every other man, 
enabling one without large capital to be the equal relatively of the man with great 
capital. 

1 can recall that in my boyhood, in the city of New Orleans, the great commercial 
houses, the great English houses with large sums of money, the agents of the Brown 
Bros, and the agents of other great bankers, the Baring Bros., did ^business there. 
When exchange was to be drawn to pay for cotton, the Baring Bros, of Brown Bros, 
bought it. If cotton exchange was taken to a bank, there was danger of it being re- 
fused for fear the price of cotton might go down. The banker would say, * If I take this 
bill except upon the credit of the drawer, a decline in the price of cotton in the future 
will make a loss.' So it resulted that the business was transacted largely upon the per- 
sonal credit ot these great houses, or on the credit of the cotton buyer, who was required 
to be a man of fortune. 

But now a man with an olSce and without much capital is as good as the Bh)wn 
Bros. He gets his cable order from the spinners he represents on the other side to buy 
cotton. lie buys spot cotton and sells it for future delivery. He sells the very ex- 
change which he is to draw for future delivery. He must know the rate of exchange 
before he can make his price, and asks the bank to agree to take his exchange at a date 
in the future. Every transaction connected with it is a future transaction. His 
possibility of dealing without capital is caused by the fact that an insurance resulting 
from future delivery is put upon every article that is dealt with in the course of the 
transactions as they ^o along. 

See what a revolution it has worked in the Southern States. Formerly great masses 
of cotton would come to the city of New Orleans and be stored. The buyer was gone. 
Decline was rapid. It required the actual presence of a man of means to buy this 
property in order to hold it, because the buyer must submit himself to the risk of loss 
if cotton declined. 

What is the situation now? Why, the receipts as they come in are distributed over 
the year under this system of future contracts. Cotton is bought for future delivery 
and is thus taken from the spot market. The small consumer is enabled to buy be- 
cause he is not obliged to pay cash, but can take advantage of a transaction for future 
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delivery. That is the situation. It has curtailed the profits of the millionaires. It 
has reduced the charge to the producer. 

Mr. Prendent, I telegraphed the secretary of the cotton exchange of the city of New^ 
Orleans to ascertain what were the charges of the middleman now as compared with, 
such charges formerly. I have a telegram in reply, in which the secretary says : 

"New Orleans, La., July 22, 1892. 

"Whib no re^uUr stitenBUt ciu be mide, owin^: to irregularity of charges, yoir 
can safely state that under old system, including cost of advancing commission on sales 
of cotton, commission on purchases of supplies, insurance rebates, etc., cost on a bale 
of cotton averaged fully 15 per bale. To-day millions of bales are sold direct from 
interior, avoiding many extra charges under the free-on-board-delivery system at 
25 and 50 cents a bale under the f ree-on-board and future delivery systems, which have 
built many flourishing interior centers. Many of the old items of charge have been 
abolished; these will be largely restored if present trade methods are interfered with. 

"Henry G. Hester, Secretary. 
"Hon. E. D. White, 

" United States Senate.'* 

Now, 'Mr. President, I desire to have read a statement of the results of this business 
found in the same book which I have read from this morning, commencing on page 
103 and going down to the marked paragraph on page 104. That states with such 
lucidity the evolution of these economic problems that I incline to agree with the dis- 
tinguished Senator from Nevada [Mr. Stewart] when he said this morning that he con- 
sidered the author one of the most lucid of political economical writers. 

The Secretary read as follows : 

"Three independent economies exist in the practice of buying and selling for future 
delivery, say one, two, or three months ahead, which could not be effected by buying; 
grain on hand and taking present delivery. 

"First. Buyers for consumption — millers, exporters, and foreign purchasers — can,, 
through these, convert a future unknow price into a known price, so far as is necessary 
to enable them to base future contracts for production thereon. Suppose a manu- 
facturer of cotton goods or iron, feeding his own men, as indirectly he does, and obliged 
to estimate the rate at which he can anord to take orders according to the rate at which 
he can buy bread and provisions, it is plain that he could 'figure' the rate at which 
he could take orders more closely if he could make certain his own future rate of ex- 
penditure on his supplies or food and provisions. This he could do by buying iit 
August, deliverable in October. 

"Second. Precisely as buying in a wide market equalizes prices over a wide area 
of country and enables millions of persons to produce the same product in close com- 
petition with each other, so buying for a considerable period of time, or 'going long*^ 
spreads and equalizes over a long period of time the changes in price which are made- 
inevitable by natural causes, sudi as war, drought, flo(S, great or small harvests, 
and the like. Equalization of prices over time is as essential to steady production £s 
equalization of prices over wide areas and numerous groups of producers and con- 
sumers. If a raise of 20 cents per bushel in wheat is made necessary by an impending; 
war between two gpain-growing countries, and if one buyer knows it three months 
ahead, and buys his supply at an advance of 2 cents per bushel, he not only saves 
his own supply, but he brmgs the market 2 points nearer where it ought to be, and thus 
serves millions of producers and consumers who are interested in the lUise being both 
early and gradual, not late and spasmodic. 

"Thirdly. Such 'futures' origmate with buyers, since if no one wished to buy 
ahead no one could sell futures. Each buyer pays a margin on his contract sufficient 
to secure the seller against loss in event of a fall in price and* no delivery. The futures 
run in links from the consumer back to the producer. In such cases they cause a 
current of advance payments to set in from the dealers in the futures or purchasers. 

"This is in effect a movement of money in advance from the consumers, or their 
representatives on the board of trade, to and among the producers. Farmers are thus 
enabled to get advances on their grain and planters on their cotton, whereby the 
harvesting is virtually done by the capital advanced by the consumer. This converts 
articles like cotton and wheat, for which prices are established by 'futures,' into 
'cash' articles, or articles on which long advances are had, whereas cotton goods,, 
furniture, and manufactured articles are sold so invariably on long credits that even 
'cash' means 30 days after delivery," 

Mr. President, I also send to tiie desk, with a request that it be read, an excerpt 
from Contractural Limitations, which is a modem book, published in 1892, by an ex- 
chief justice of the Supreme Court of Indiana. It contains a statement of the problems 
involved in these modern methods of business which I think so clear that I desire to 
insert it in my remarks. 
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The Secretary read as follows: 

"Trading in cotton futures was established in New York in 1870 and in New Orleans 
a few yesLTB later. As I am more familiar with the cotton trade than with the other 
trades in which transactions in futures are made, I will confine my remarks more 
especially to cotton futures. Contracts in cotton futures are made for the delivery in 
lota of 100 bales during the month Contracted for, such delivery to be at the seller's 
option upon five days' notice to the buyer. An order on the warehouse for the cotton 
is tendered for every notice of delivery by the seller to the party to whom he has sold. 
If the buyer has also sold the cotton for delivery during the month for which he has 
received notice, it is customary for him to transfer the notice of delivery and warehouse 
order to the party to whom he has sold, and such transfers are made until 3 p. m. of 
the day of issuing the notice or until its receipt before that hour by a party who has 
bought but has iiot sold, or who desires to receive the cotton, and this party receives 
the cotton from the one who issued the notice and warehouse order and pays for it. 

''As those who have bought and sold have no interest beyond the difference in the 
price at which they bought and the price at which they sold, it would be a useless 
expense to have the cost of delivery and receipts incurred for each change of owner- 
ship, when the passing of the warehouse order accomplishes every purpose and saves 
unnecessary charges. All immediate parties between the party who issues the notice 
and warehouse order and the party who receives the cotton settle with each other the 
difference between the price of their respective contracts and the price at which the 
cotton is received and paid for. In the course of business it happens that many 
contracts are settled before the month of their maturity and without actual delivery 
of cotton. . For instance, a merchant may sell for a planter a contract for October 
delivery, and the next day he may buy for a southern cotton buyer a contract for 
delivery the same month, and if these transactions are made with the same party on 
the exdiange, a direct settlement would be made as between the two members of the 
exchange. » 

*' A merchant might sell to a party, who might sell to another, and this other might 
have previously sold to the first party, all the transactions being for the same montn's 
delivery. This would make a settlement of contracts between the three and is called a 
* ring settlement. ' These ' ring settlements ' are purely matters of chance. They may 
be effected very soon after the transaction, or they may not occur for months, and 
they may not occur at all. They do not in the sligntest degree enter into the matter 
of the original transaction, which is based upon the probability and intention. of actual 
delivery of the cotton contracted for. In much of the legitmate business at present 
the transactions in futures are of great benefit to producers, manufacturers, merchants, 
bankers, and the general public. 

*' About three-fourths of the cotton crop is usually marketed during the first four 
months of the season. If such a large proportion of the crop was forced upon the 
market for immediate sale, the effect would certainly be to unduly and greatly depress 
prices. By the sale of futures against consignments of actual cotton relief is often 
given to an overstocked market and better prices are secured for the planter than would 
otherwise be possible. If prices are satisfactory, the planter can direct his merchant 
to sell futures against his crop before it is actually ready to be marketed and thus 
secure the benefit of a remunerative price which might not be obtained if the sale 
could not be made until his crop had actually reached a market." 
- Mr. President, having referred to the general laws of trade from which the future 
system was evolved, I now propose to summarily restate some of the benefits which it 
confers on the cotton planter. 

It gives him a wider, safer, relatively higher, and less fluctuating market. 

It cheapens the rate at which the producer obtains the money to make his crop 
by enabUng the factor and all who deal with the producer to sell by futures the product 
with which the producer is to pay them, thus diminishing their risk and enabling 
them to reduce their charges to the producer. 

It has diminished the charge of the middlemen by drawing the producer and 
consumer together, by enabling the buyer to sell for future, delivery and buy the 
producer's crop to fill his future sale already made. 

It has multiplied buyers and brought them to the door of the consumer. 

It has multiplied investors by enabling them to buy actual cotton and sell futures 
against it at a small- advance to cover interest and charges, thus making the invest- 
ment safe. The investor, having sold for future delivery against his purchase of 
actual cotton, is absolutely safe, is submitted to no risk of fluctuation in the market, 
and therefore can afford to pay a better price to the producer. 

It has enabled the spinner to pay a oetter price to the consiuner. He buys his 
cotton for consumption by means of ^ future contract, thus obviating the risk of a 
decline in the market. He sells the goods which he is to make from the cotton by 
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a future contract, thus insiu'ing a profit and thus enabling the spinner to do his busi- 
ness on a narrower because a safer margin of profit. It has brought the cotton fields 
of the South nearer to the great centers of American and European consumption by 
diminishing the risk, thus reducing the difference in price which formerly existed 
between cotton in the field of the producer and that cotton at the door of the consumer. 

It has relieved banking capital, thus leaving more money to assist the planter in 
making his crop. 

All these things, Mr. President, are the necessary resultants of the first proposition, 
which is that the system of selling cotton for future delivery gives the producer a 
wider, safer, relatively higher, and less fluctuating market. If this proposition be 
true all the others necessarily follow. 

Now let me show the existence of these benefits by an examination of the state 
of the cotton trade before and after the future period, so that by a comparison between 
the two periods the mind may be able to determine, not by abstract reasoning, but 
by the touchstone of absolute and undeniable fact, whether the benefits which I 
have stated have or have not resulted. 

In the domain of theory minds may differ. The moment we advance an abstraction , 
one mind takes one view and the other takes another, and the union of the tw^o 
minds becomes impossible because of the divergent premises or the contradictory 
deductions which the minds make. 

But when we enter the domain of absolute and unchallengeable fact, then the 
only question which remains is first to ascertain the truth and then follow it. By 
that touchstone I hope to demonstrate that this 8>'stem has been a merciful blessing^ 
to the cotton planter of the southern country and to the cotton trade, and that its 
destruction will entail upon that people in loss of price and incidental sacrifices a 
sum equal to, it may be, $100,000,000. 

I shall say nothing of the grain trade. There are Senators who are more familiar 
than I am with the movements and operations ol grain. I may say, however, that 
the theory and opinions of all the grain brokers, all the elevator men, all the bankers 
who advance on its exchange and bills of lading, and alt of the people- who deal in 
grain, I think 'almost without serious exception, adhere to the promises stated in 
the book which has just been read. 

In Minneapolis, the very center of the grain trade, as will be seen, all the organized 
commercial bodies have filed their memorials here against this bill. While the 
distinguished Senator from Minnesota was good enough to say to me that he thought 
they had modified their opinion in consequence of a modification in the bill, I think 
when it is known what an illusory hope that modification holds out, that their protests 
will apply. But we are not wanting in this record indubitable evidence that the 
principles which I assert, and which the theoretical writers and all the practical 
men assert, apply to grain. 

I find in the testimony of Mr. Romer, taken before the Senate Committee on the 
Judiciary, the following: 

*'Mr. Romer. I will say, if I am allowed, that another important miller in the 
country, in an interview with myself on the Produce Exchange of New York, said 
he was heartily in favor of this bill. 'Why,' said I, in my simplicity of heart, 'this 
bill will be an injury to the farmer; this bill will narrow the markets and give him no 
opportunity to sell to the best advantage.' He said, 'I am not leorislating for the 
farmer, I am legislating for the miller; the farmer will take care of himself.' 

"Senator Washburn. That man must have been from New York. 

"Mr. Romer. That was ex-Gov. Stanard, of St. Louis, Mo. He is a reputable 
miller. 

"They want to be the buyers and without competition — the buyers at their own 
price.'* 

Mr. President, I think the testimony here makes it perfectly clear, absolutely 
clear — and I want to call attention to it very deliberately and have it weighed — that 
whilst there may be divergence among millers, as there undoubtedly is, from the ear- 
nest and zealous and disinterested attitude taken by the Senator firom Minnesota on 
this floor, yet there are other millers who consider that the necessary effect of this 
bill will be to reduce the price of the product made by the farmer and put him in the 
hands of and at the mercy of the miller. Mr. Pillsbury, the gentleman to whom I 
have already referred, and whose testimony is in this record, is a part owner of a vast 
milling establishment. He testifies that they have, I think, 150 elevators. I may be 
mistaken in stating the number. Now let me read his testimony, and I invite atten- 
tion to it. This testimony was taken before the Committee on Agriculture of the 
House of Representatives: 

"Question. Mr. Long. Well, formerly when 'millers were able to carry this wheat 
and flour and their money invested in it they then charged a profit sufficient to cover 
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the interest on their money and that went out to the markets of the world and paid 
the expenses, etc., and profits back to the mill man." 
That is the question. 

*' Answer. Mr. Pillsbury. The universal rule used to be that the miller generally 
accumulated w;heat, say, when the farmers were putting in their surplus, rapidly. 
The iinivergal rule, almost, used to be that you could buy the wheat cheaper at that 
time than at any other time, and you could make a fairer profit on the actual holding 
of the wheat than you could at such times when these movements of the farmers 
were less." 

Let me repeat it. 

"You could buy the wheat cheaper at that time than at any other time." 

Mr. President, the system of futures was introduced in order to prevent purchasers 
from taking ad a ant age of the time when the farmer was shipping rapidly, buying low 
and then selling it afterwards for a large profit. After the system of futures came in, 
when this vast surplus was accumulating, this was prevented. Not only the rich 
man but the poor man could buy for future delivery without any risk whatever. 
Every contract so made necessarily relieves the pressure on the market and gives 
the producer a better price. Mr. Pillsbury, in what I have just quoted, admits this. 

But he goes further — 

** Question. Mr. Long. Well, now, then; as it stands now the miller can not carry 
the wheat and flour, because there is a large risk attached to it in consequence of 
wind selling. Then, if this wind selling has the strength that you say it has, it is 
manifest that it has a prejudicial influence against the raiser of wheat." 

Mark you, the question is inconsequential. The answer to the previous question 
had been that it was prejudicial to the miller of wheat, and the question says "preju- 
dicial to the raiser." Now, mark the answer: 

'*Mr. Pillsbury. Yes, sir; against the raiser of wheat" — 

Here comes the gist of the answer — 
"and the miller before" — 

That is, before the system of "futures" — 
"could generally use his good judgment and make money by the rise of wheat. I 
would state a fact, which perhaps would be a surprise to most of your committee, that 
I have no doubt the milling interests in this country, taken as a whole, in the last 
10 years have paid the farmer more money for wheat than they have gotten out of him. 
That is the fact through the Northwest." 

Mr. President, this bill proceeds upon the theory that the farmer has not got his 
full money; tiiat he has not been paid the value of his product. Here is a statement 
that under this system during the past 10 years the ndllers have been paying the 
farmer more for wheat than they, the millers, have obtained for it. 

Let me continue the citation: 

**I think I can count" — 

Says Mr. Pillsbury — 
"on the fingers of my two hands the 150 milling firms, say 10 years ago, in our part of 
the world; and I think that is true all over the country, that there are only a few 
millers who, by using the highest triumphs of milling ana the best executive ability 
and producing the best brand of flour, nave been able to make anything. The im- 
mense competition and capacity of the mills of this country has doubled three times 
the amount of flour they can make, and it is got right down the last few years to 
the question of the survival of the fittest; but there was a time when they could always 
run on a profit, years ago, by buying wheat in the fall, say on an average of |1 a bushel, 
and we were almost sure to make a good profit by carrying it until the time when the 
state of the roads, etc., prevented the deliveries being so large. I look on short selling 
as being the greatest impediment to the profit of milHng business in that way." 

That is just it, Mr. President. Here, if human language can state it, is an express 
admission that before the system of futures the way the millers did their business 
was when the surplus was coming in from the crop in larje quantities, to buy it cheap, 
and when the roads got bad and the farmer's wheat could not come in, to sell it high. 
If the language does not say that, what does it say? 

Does not that exactly tally with my statement of the "future" system? The 
"future" system has destroyed that. Why? Because a man looking forward to the 
coming of those muddy roaas, and knowing that the muddy roads are to come, has 
said to the farmer, "Do not sell your wheat now at a low price; I will agree to pay 
you a month hence, when the roads are muddy, a higher pnce; just let me take it." 
So competition has come in, and instead of buying wheat cheap when wheat was 
abundant and selling it high later on the prices have been equalized. 

I do not know whether that is a fact in wheat or not, for I have no experience and 
I do not propose to discuss it; but I say when, on the face of this testimony, I find the 
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statement to be that that is the case, I have the right to assume that Mr. Pillsbury 
knows a great deal tnore about wheat than I do, and to accept his declaration of what 
were the consequences before the "future" system, and to see very plainly what is 
the consequence now, and thus to keenly appreciate the great solicitude of Mr. Pills- 
Iniry for the producers of the country and his desire that their grain should sell high. 

Now, Mr. President, let me review the facts as to cotton. But before I do that I 
desire to send up and have read a list of telegrams. I have compiled the telegrams 
all into one. The phraseology of this one telegram is not literally the phraseology of 
the many which I have received, but they were all substantially the same, and I have 
put the signatures under one in order to avoid duplication. 

The Presiding Officer (Mr. Turpie in the chair). The paper referred to will be 
real. 

The secretary read as follows: 

"cotton factors of new ORLEANS. 

"New Orleans, La., July 18, 1892. 
"To Hon. E. D. White, 

" United States SenatCy Washington, D. C: 

"We ask your efforts to defeat Hatch antioption bill. Its passage will lower prices, 
injure planting interests, and badly affect cotton business generally. 

"Stewart Bros. & Co.: Geo. W. Sentell & Co.; Hyman, Hiller & Co.; Simon 
E. Marx; J. Freijhan <fe Co., Bayou Sara, La.; Lehman, Stem & Co.; 
John M. Parker & Co.; R. M. Wamsley & Co.; Pugh & Co.; Phelps & 
Co. ; Thos. L. Airey; Levy Bros. ; Robert Day & Co. (Ltd.); H. Abraham 
& Son; J. Weis <fe Co.; Baldwin & Putnam; Bickham & Moore; W. B. 
Thompson; Chas. Chaffe." 

Mr. White. Mr. President, most of the names found in that telegram are the names 
not of cotton buyers but of cotton sellers. They are the names of the great body of 
the cotton factors of New Orleans who carry almost the entire crop of the Mississippi 

Mr. George. There is an important name missing from that list. 

Mr. White. Whose name? 

Mr. George. Richardson & May. 

Mr. White. I send up a telegram from Mr/ May, of Richardson & May. 

Mr. George. I noticed the absence of the name. 

The Presiding Officer. The paper referred to will be read. 

The serretarv read as follows: 

• • 

[Telegram.] 

"New Orleans, La., July 18, 1892. 
"E. D. White, United States Senate: 

"I believe the passage of the antioption Hatch bill will do incalculable damage to 
the cotton trade and cotton planting m the United States, and I invoke your earnest 
efforts to defeat it. 

*^A. H. May." 

Mr. White. Mr. President, some Senators here know personally Mr. John T. Hardie, 
of the city of New Orleans, and his great business experience. I had a telegram to the 
same effect from him . 

I repeat that these telegrams are not from cotton buyers, but they are from cotton 
sellers, and there does not live a body of more enlightened and honorable merchants 
than those whose names are found upon that list. Many of them have been in the 
cotton industry from its infancy, and in all its trials and tribulations. They have 
followed it through it all, and they are doing it to-day, as they have always done, 
honestly and wisely. 

I desire to say another thing. Among that bodv of high-minded and enlightened 
gentlemen and progressive merchants, who have been in this business for all these 
years, there are found none of these great aggregations of wealth to which the distin- 
guished Senator from Minnesota referred. There is honest competency among them, 
and many are large cotton planters. 

I have received besides these a telegram, which I desire read, from the dealers in 
rice and sugar and produce in the city of New Orleans. 

The Presiding Officer. The paper referred to will be read. 
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The secretary read at: follows: 

*'New Orleans, La., Jultj lU, 1S9J. 
■*'Hon. E. D. White, Washivgton: 

*• We, the undereiirned dealers in rice, Fugar, and produoe, consider the antioption 
l>ill as detfimental to business and feel that its passa^ would work injurA* to our 
interests. 

"Bloom & Son, Lefelrere & Marionneau, Miltenberger & Flower, C>- Doyle 
& Co., John W. Coyle, B. W. Seago, J. A. Harral, Elmer & 2k*e]'rook, 
G. Schwartz." 

Mr. White. I will not en<'uml>er the record bv more telesrams. I take it for 
Granted that if a man wanted an opinion as to the operation of this bill uy^on cotton 
l)f* could not ^ to a more enlisrhtened source for the information than to these een- 
tlemen — ^information comin?, as I said just now, from sellers of cotton: information 
f'oming from men who are solely interested that it should brinsr as hijrh a price as pos- 
sible: information coming: from men who have watched these movements throiujh 
all these veare with a solicitude l>orn of the keenest interest., I)ecause thev are aJwavs 
involved in it. When that is the case, when the universal opinion of the commercial 
Avorld sustains them, am 1 to l>e told that we are to take the opinion on the subject of 
men who have had no experience whatever? 

But let me now come to fiirures. I send to the reporter and desire to ha^ e incor- 
porated in my remarks — I will not ha^ve it read — a table showing the annual crop, the 
exports, and United States consumption of cotton since 1S41, which is brouijht down 
to 1891. 

The table referred to is as follows: 

IFromCDtton Facts, by A. B. Sheppcrson.] 
■Statement of annual cropSj exports, and United States consumption of cotton since 1841. 



Experts. 



I 



Home consumptioTi. 



Season. 



Total cn^. 



To Great 

Britain. 



To Conti- 

Dent- 



Total 
exports. 



Takings of 

northern - 
mills. 



Takings of 

southern 

mili< and 

burned. 



1K41-42. 

N42-43. 

l<«-i5. 
1N45-46. 

1M6-47. 

IMS— 19. 

1N49-50. 
KW-51. 
ls.il-52. 
K=i2-53. 
K'i3-54. 
lv>4-o5. 

K%-57. 
Ki7-5S. 
K>K-59. 

Wj1-6o ' 

lN66-fi7. 
1^7-68. 
lV)S-69. 
1^3-70. 
^70-71 . 
l*s71-:2. 
K72-73. 
1S73-74. 
^^74-7.5. 
1S75-76. 
N7fr-77. 

1^7v70. 
1^714-M1. 



1,684 
2,379 
2,030 
2,394 
2,100 
1,779 
2,423 
2,R40 
2,204 
2,415 
3,12S 
3,416 
3,075 
2,98:^ 
3,(6' 
3,094 
3.2=^7 
4,019 
4,Hfil 
3,849 



2,27K 
2,23;^ 

2,434 
3.114 
4,347 
2,974 
3,>-74 
4, ISO 
3,^31 
4,632 
4,474 
4,774 
5,07i 
5,761 
6,606 



000 
000 
000 
000 
000 
000 
000 
000 
000 
000 
000 
000 
000 

o:k> 

':00 
000 
0(M» 
(100 
000 
flOO 



936,000 

1,470,CK)0 
1,202,000 
1,439,000 
1,102,00(» 
S31,00y 
1.324.000 
1,538,C«0 
1.107,000 
1,41K,000 
1.669;000 
1,737,000 
1.604,000 
1.5r»0,000 
1,921,000 
1.429,0(K> 
1,K10'.0C¥) 
2.019,000 
2,669,(»00 
2.175,000 



529,000 

540,000 

427,000 

645.000 

565,000 

410,000 

534,000 

I 690,000 

483,000 

571, (KK) 

775,000 

791,000 

715,000 

694,00(» 

1.034,000 

>24,000 

7H0.000 

1.002,000 

l,ia5,0f»0 

952.000 



1,465,000 

2,010;000 

1,629,000 

2,0M 000 

1,667,000 

1,241,000 

1,858,000 

i 2,228,000 

I 1,590.000 

, 1,9^9,000 

2,444,000 

! 2,528,000 

I 2,319,000 

, 2,244,000 

2,955,000 

2,253,000 

2,590,000 

3.021,000 

3, 774. (WO 

3,127,000 



368,000 

325.000 
347,000 
3K9,000 
423,000 
428,000 
532,000 
,518,000 
488,000 
404,000 
588,000 
650,000 
592,000 
571,000 
633, OOt) 
666.000 
452,000 
760,000 
793,000 
650,00(» 



0(K) 

im 

000 
OOJ 
(KK) 
000 
000 
000 
00(» 
000 
000 
000 
OCK) 
000 
000 
000 



1,262.(KK» 
1.21f.,0*iO 
1,228,000 
989. (KK) 
1,475,0(KJ 
2.368,000 
i; 474,000 
1,920,000 
1,852,000 
i;833,00(» 
2.005, «« 
1,994,000 
2,047.000 
2,(Ki3,000 
2,554.00') 
2,832,000 



293.^100 
341.0(»0 
42^,000 
45V. (K)0 
704.000 
HOOiOOO 
483,000 
756,000 
959,000 
M1.0(K» 
227, (K10 
1.034.000 
1,309,000 
i;413.0(» 
1,310.000 
1,733,000 



1 



1.555.f»(K) 
1,. 5,57. 000 
1,656,000 
1,447.000 
2,179,<K)0 
3,168,000 
1.957.000 
2,676,000 
ZSllJiOO 
2,674,000 
3,232,000 
3,02h,000 
3,356,00(» 
3,466,000 
3,864,000 
4, 565. (WO 



,>41.(K»0 

573.000 

«*00,(KW 

822, 000 

777, IWO 

1,(»72,000 

977,000 

1,063,000 

1.192,0'W 

1,071, (WO 

1,230, (WO 

1.302, (WO 

1,-345. (WO 

1,375.(KW 

1,-574,000 

1,713,000 



iNo eetiinate. 



s Ciril War— ^o record of cotton movement . 



CM 

J' 
(1) 

75,000 
112,000 
107, (WO 

60,000 
111.000 
153.000 
145,000 

ir.5.000 
rs.ooo 

l.M,000 
143, (KW 
167, 0(W 
lv..O(W 
19:<.'KW 



127. 0(W 
15(t,000 
le^.lKW 
17.". (WO 
Sti,0(W 
91, (WO 
12(^000 
IN. (WO 
12n,000 
130,000 
l.U.(WO 
127, (WO 
151,000 
19^.^KW 
223, (KW 
230,000 
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Statement of annual crops, exports, and United States consumption of cotton since 1841- 

Continued. 



Season. 



Total crop. 



1881-82 
1882-83 
1SS3-S4 
1884-85 
1885-86 
1S86-S7 
1887-8^ 
1888-89 
1889-90 
1890-91 



5, 456, 000 
6,950,000 
5,713,000 
5,706,000 
6,575,000 
6,499,000 
7,047,000 
6,939,000 
7,297,000 
8,674,000 



Exports. 



Home consumption. 



To Great 
Britain. 



2,295,000 
2,886,000 
2,485,000 
2,425,000 
2,565,000 
2,704,000 
2,814,000 
2,810,000 
2,854,000 
3,345,000 



To Conti- 
nent. 



Total 
exports. 



Takings of 

northern 

mills. 



Takings of 

southern 

mills and 

burned. 



1,256.000 


3,551,000 


1,677,000 


2^7,000 


1,8:^8,000 


4,724,000 , 


1,759,000 


H13,000 


1,432,000 i 


3,917,000 


1,537,000 


246,000 


« 1,495,000 1 


3,920,000 


1,437,000 


318,000 


< 1,771 000 1 


4,336,000 


1,781,000 


3So,000 


5 1,741,000 1 


4,445,000 


1,687,000 


422,000 


•1,813,000 


4,627,000 


1,805,000 


459,000 


7 1,926,000 


4,736,000 


1,790,000 


485,000 


8 2,052,000 1 


4,906,000 


1,780,000 


.550,000 


•2,446,000 ' 


5,791,000 


2,027,000 


620.000 



» Including 28,028 to Mexico. 
* Including 34,125 to Mexico. 
'•> Including 40,774 to Mexico. 



« Including 33,203 to Mexico. 
' Including 41,259 to Mexico. 



' Including 28,414 to Mexico. 
» Including 31,443 to Mexico. 



Mr. White. Now, what is the claim which those who defend future sales advance? 
The claim is this: That as in a few months the whole cotton crop was precipitated 
upon the market, this created a glut in the market and put the producer largely at the 
mercy of the buyer. The crop either had to be sold or to be stored. If the buyer 
was not there to take that crop, then there was this vast mass of receipts, and of course 
there was a serious decline in th« market. 

Our total spinning capacity in this country represents a little under a third of our 
crop — somewnere between a third and a fourth. I will not be accurate in this state- 
ment. The balance of the crop was for exportation, and the agents of the great English 
buyers and consumers were there; and if they did not buy, the price went down. 

Under the system of "futures" has this evil increased or has it diminished? It 
should have increased largely, because before the future period the crops came in 
more slowly than they do now. Why? In the first place, the greater part of the 
cotton crops in the South in the olden times was made by slave labor, and if the price 
was not satisfactory the large planters were able to hold their crops for an advance. 
In the second place, a great part of the cotton was grown on the alluvial lands along the 
streams, and the only exit to the markets of the world was the rising of the water in 
thoB3 streams. All these things and others of less importance tended at that time to 
retard somewhat the incoming of the crop of cotton. Despite that fact, in the first 
months of the season, before future dealing came in vogue, when the cotton came in 
there was always, unless there was some abnormal condition, which can easily be 
explained, a serious depression in the market, which put the producer absolutely at 
the mercy of the consumer. Who was to take it but the consumer? He availed of his 
advantages and fixed the price. 

As this evil grew, the system of futures was devised, and devised for what purpose? 
Devised for the purpose of bridging over this glut, of preventing this cotton which 
came from being pushed upon the market, thus allowing it to be bought by a man who 
could not pay for it at once but who could do so two or thr^e or four months off , thus 
necessarily spreading the large receipts over a longer priod instead of throwing them 
all upon the market and causing them to be sold for the prices the consumer was then 
willing to give. 

Mr. George. Will the Senator allow me to ask him a question for information? 

Mr. White. Certainly. . 

Mr. George. I understand the position of the Senator from Louisiana with refer- 
ence to the cotton trade to be, that now, owing to the increased facilities for marketing 
the cotton crop, railroads and all that sort of thing, contrary to the fact as it existed 
many years ago, when a very large amount of cotton was precipitated into the New 
Orleans market, much more than was needed then by the consumers— am I right 
that far? 

Mr. White. I say the receipts are larger now than they were then. I did not enter 
into that question. I spoke of the price of cotton. 
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Mr. George. Then I understand the Senator to say — and I want to understand him 
and I want him to understand me, because 1 know there are many difficulties about 
this thing — I understand the Senator to say that but for the " future " system of deal- 
insjs this cotton would be thrown upon the market then and there in its glutted state, 
and there would be a great fall in the price. Is that right? 

Mr. White. I was not saying that when the Senator was kind enough to interrupt 
me. I had advanced that as a theory in my argument before, and I was proceeding to 
demonstrate as a fact that it was so. I am not eng^aged now in the statement of theo- 
retical problems. I was endeavoring to put my theories to the touchstone of fact by 
-showing that such was and is the case. 

Mr. George. Very well. Then I understand the Senator to change his position a 
little from the way I understood him, for now he states the proposition a little differ- 
ently, that the records of the commercial exchanges and the cotton exchanges demon- 
strate the fact that when this cotton gets into Niew Orleans or other markets in the fall 
in this slutted state, the result is that there is a fallin the price? 

Mr. White. Always. 

Mr. George. Let me go on. Now, I understand the Senator to say that the " future ' ' 
sales or the " future " system will counteract that, but it does not now operate in that 
way owing -to the " future " system. Is that so? 

Mr. White. Oh, no; I did not say that. I said not to the same extent.. 

Mr. George. Very well. It lessens it, then? 

Mr. White. It lessens it seriously. 

Mr. George. Let us understand this. What prevents, under this bill, every single 
bale of cotton that reaches New Orleans or any other port in these crowded months, 
these months of surfeit, being sold for future delivery? 

Mr. White. I beg the Senator's pardon. He is now making an argument, and not 
asking a question. 

Mr. George. I am askirg a question. 

Mr. White. No; that is making an argument. I was not discussing whether it 
could be done under this bill. I am simply now demonstrating the fact that the 
system of "futures" had prevented the consequences of overreceipts, and in the 
course of my argument, if the Senator will allow me, I intend to discuss the matter 
he is speaking of. 

Mr. George. I am very much obliged to the Senator for his courtesy; but this is 
a matter in which my constituents feel a great interest, and I do not want to make 
a mistake about it. I thought that the Senator had asserted a proposition and a 
theory which could not be made to fit the facts of the case. If, now, the Senator, 
who has been so very courteous to me as to allow me to interrupt him so far, thinks 
I am trespassing and that he will answer this matter further on, then I have only to 
say that I thank him for his courtesy so far, and that if my life and health are spared 
I shall try some time during this debate to answer any position which he may take 
which goes to show that the price of this large amount of cotton in New Orleans or 
in the other market places of this country is not affected by the future sales, except 
deleteriously. 

Mr. White. Mr. President, in illustration of what I was saying, I hold in my hand 
a table. I will comment upon the table before asking to have it printed with my 
remarks. I have tabulated the receipts of cotton at the ports of tnis country from 
1870-71 down to 1891-92. The figures are startling. From September 1 to December 
31 there were received in 1870-71, 1,642,000 bales of cotton. There were received 
in 1871-72, 1,392,000 bales. 

Mr. George. At all the ports? 

Mr. White. At all the ports. Now, I want to call attention to these figures. I 
shall not read the whole list, but the table will speak for itself in the record as part 
of my remarks. 

In 1889-90 there was received before the Slst day of December 4,270,000 bales. 
In 1870-71 the amount was 1,642,000 bales, and it is but little over 2,000,000 bales, 
as a rule, running down the list, until we get to 1878-79. Then it was 2,651 ,000 bales. 

Mr. George. Let me ask the Senator right there if he has the total for each year, 
so as to show the proportion? 

NJr. White. I have already offered as part of my remarks such a statement. 

Mr. George. The Senator does not understand me. The subject will be more 
understandable if the table is inserted. 

Mr. White. If the Senator will allow me, I am dealing with statistics, and if he 
does not let me proceed with an orderly statement he will confuse me. 

Mr. George. I do not wish to interfere with the Senator. 

Mr. White. In making a statistical statement, without intending to be discourteous, 
! I should prefer not to be interrupted. 
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Mr. George. I beg pardon of the Senator. I will not interrupt him again. 

Mr. White. We had not reached a higher figure than 2,600,000 in 1876-77; in 1891-92 
the total receipts up to the 31st day of December were 4,783,000 bales — nearly 
5,000,000 bales. 

Now, just make the comparison. In 1870-71 there were 1,642,000 bales; in 1891-92, 
4,783,000— nearly 5,000,000 bales. 

The table referred to is as follows: 

Table showing the increase in the quantity of cotton marJcetcd during the first four months 

of the season since 1870, 



Season of— 



Cotton re- 
cei\ ed at 
the ports 
Sept. I to 
Dec. 31. 



Receipts at 

the ports 

for entire 

seas)n. 



Bales. 

1870-71 1,612,000 

1871-72 1,392.000 

1872-73 1,6*4,000 

1873-74 ' 1,858,000 

1874-75 1 2,106,000 

1875-76 ! 2,340,000 



1876-77. 
1877-78. 
1878-79. 
1879-80. 



2,601,000 
2,398,000 
2,651,000 
3,131.000 
1880-81 J 3,-147,000 



Bales. 
3,958,000 
2,732,000 
3, 595, 000 
3, 764, 000 
3,509,000 
4,195,000 
4,a35,000 
4,334,000 
4,151,000 
5,027,000 
5, 878, 000 



Date of 


arri\ 


•al 


at the 


ports 


of 


one-half 


of the 


season's 


receipts. 


Jan. 


17 


Dec. 


29 


Jan. 


8 


Jan. 


1 


Dec. 


16 


Dec. 


23 


Dec. 


8 


Dec. 


22 


Dec. 


16 


Dec. 


10 


Dec. 


16 



Season of— 



Cotton re- 
ceived at 
the ports 
Sept. 1 to 
Dec. 31. 



1881-82. 
1882-83. 
1883-84. 
1884-85. 
1885-86. 
1886-87. 
1887-88. 
1888-89. 
1889-90. 
1890-91. 
1891 -92. 



Bales. 
3,247,000 
3,530,000 
3,494,000 
3,642,000 
3,572,000 
3,732,000 
4,011,000 
3,714,000 
4,270,000 
4,430,000 
4,783,000 



Receipts at 

the ports 

for entire 

season. 



Bates. 
4,688,000 
6,010.000 
4,800,000 
4,774,000 
5,358,000 
5,301,000 
5,612,000 
6,547,000 
5,856,000 
6,979,000 
7,150,000 



Date of 
arrival 

at the 
ports of 
one-half 

of the 
season's 
receipts. 



Dec. 3 
Dec. 18 
Nov. 30 
Nov. 26 
Dec. 4 
Dec. 2 
Nov. 23 
Dec. 5 
Nov. 26 
Dec. 8 
» Dec. 1 



I Estimated on basis of receipts to July 15, 1892. 

A comparison with 20 years ago shows that the receipts at the ports for the fout 
months ending December 31, 1891, were nearly three and a half times larger th,an for 
the corresponding period of 1871, and exceedea the receipts of 1871 by 3,391,000 bales. 
The cotton marketed during the first four months of the season of 1891-92 exceeded 
the entire crop produced in any season previous to that of 1878-79. It will also be 
observed that while the date of arrival at the ports of one-half of the season's receipts 
was in 1871 on January 17, the date of such arrival of recent years has been from 
November 23 to December 3, or about six or seven weeks earlier. 

Mr. White. T his table also shows the date of the receipt of one-half the crop. On 
it I find this instructive statement: One-half of the total crop in 1870-71 had arrived 
by January 17; in 1872-73, January 8; in 1873-74, January 1; and now and then one- 
half of the crop arrived at various days in December. In 1888-89, by December 5 
one-half of the total crop had arrived in the city of New Orleans and other ports. 
In the following year, 1890-91, one-half of the total crop h^ arrived by December 8. 
In 1891-92 the crop is estimated, because we can not make it complete, and it is esti- 
mated on the basis of receipts up to July 15. 

1 his shows the great pressure of receipts on the market; this shows how the cotton 
pours in now at an early day. Who is to buy this cotton? If all this cotton is precipi- 
tated upon the market and if it had required actual buyers to be then and there ready 
to take it up for immediate delivery, why would not the producers have been at the 
mercy of the consumers? How can I show that this system of futures produced the 
result of obviating the consequences of the glut by selling not only to those wanting 
for the present but also to those requiring it for the future or more remote periods? 
I think I can do so not only by reasoning but also by facts 

Mr. Butler. May I interrupt the Senator a moment, because I want to get at the 
real facts, and I know he does? 

Mr. White. Certainly. 

Mr. Butler. Is it not a fact that a great deal of the cotton which the Senator says 
goes into all the ports of the United States at certain dates has been already bought 
from the producers? 

Mr. White. Yes, sir; of course. 

Mr. Butler. The farmer has sold it? 

Mr. White. There is no doubt about that. 

Mr. Butler. So that when the argument is made that that has any effect upon 
the producer, I submit to the Senator if it were true, and if the statement which I 
have just made be true, his argument falls to the ground. 
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Mr. White. On the contrary, it confirms my argument. If the Senator under- 
stands — ^and I was coming to that as an entire answer to the Senator from Mississippi 
[Mr. George] — ^it is just a confirmation of my argument ** strong as proof of Holy Writ. " 
I will demonstrate it if the Senator will have a little patience. 

Mr. Butler. I am patient. 

Mr. White. I say the effect of the arrival of all this cotton was necessary to reduce 
the price. What else could it do? It always has done it, and does it with every 
product. I have shown the vast increase of the receipts for a given time in the modern 
period over the old period, resulting from modern facilities. Now I propose to make 
a comparison showing how much cotton fell before the "future" period, at the time 
of large receipts of the crop, and how much it fell after the "future" period. If I 
find that after the "future' ' period the decline in cotton from the pressure of receipts 
was less than it was before the "future" period, although the receipts have been 
largely increased, do I not make a demonstration that can not be answered? The 
fact that there was a decline in both periods is not gainsaid, the question is, In which 
period has there been the least decline? 

I hold in my hand an exhibit of the dates of the lowest prices for cotton in New 
York during each season from 1850-51 to 1860-61— that is, a period before futures. 
I do not take in the period from 1861-62 to 1870-71, because of the war and the fluctua- 
tions in gold. I stop at 1861, because the war intervened, and if I went into the sub- 
sequent period, before 1880, questions of gold value, of the rate of exchange, and the 
disturbance of currency resulting from the war would be factors in the problem. I 
desired to make an accurate compilation. The statement, as I have said, shows the 
lowest point to which cotton fell from 1850-51 to 1860-61, and from 1880-81 to 1890-91. 

I take these two periods, one before the system of "futures" and one after. I 
want to show the fact that the incoming crop caused a glut in the market and thus 
produced a depression in price which was common to both periods. It does that, 
as I said just now, in every product, and that glut occurred at about the same time 
relatively. Here it is. In 1883-84 the lowest price was September 1, 1883; take 
1853-54, and the lowest price was October 21, 1853; take 1884-85, and the lowest price 
was October 24, 1884; and the lowest price in 1854-55 was December 15, 1854; take 
1885-86, and the lowest price was February 26, 1886; and the lowest price in 1855-56 
was November 9, 1855. 

The depression, therefore, of both periods was as a rule coincident with largest 
receipts. 

Dates of lowest prices of middling upland cotton in New York during each season from 

1850-51 to 1860-61 y and from 1880-81 to 1890-91. 



Season of— 



1S50-51 V 
1S51-52. . 

1852-53. . 
1853-54.. 
18.54-55. . 
1855-56.. 
185&-57. . 
1857-58. . 
185*-59« 
1859-60 « 
1860-61.. 



Date of low- 
est price. 



Aug. 

Dec. 

Dec. 

Oct. 

Dec. 

Nov. 

Sept. 

Jan. 

June 

July 

Dec. 



5,1851 

26,1851 

14, 1852 

21,1853 

15,1854 

9,1855 

2,1856 

5,1&58 

3,1859 

20,1860 

5,1860 



Season of— 



1880-81 » 
1881-82. . 
1882-83 < 
1883-84.. 
1884-85.. 
1885-86.. 
1886-87.. 
1887-88. . 
188»-89.. 
1889-90.. 
1890-91 5 



Date of low- 
est price. 



May 

Oct. 

Apr. 

Sept. 

Oct. 

Feb. 

Nov. 

Oct. 

Oct. 

Nov. 

Aug. 



10, 1881 

17, 1881 

4,1883 

1,1883 

24,1884 

26,1886 

4,1886 

3,1887 

7,1888 

4,1889 

17, 1891 



^ Crop of 1851-52 proved to be the largest up to that date, and when it became apparent in August, 1851 , 
that the new crop would be greatly in excess of any previous season prices could net be maintained. 

* Warlike apprehensions in Europe caus^ serious declines in prices in June, 1859, and July,, 1860. 

* Crop of 18^81 was largest grown up to that time. It exceeded previous crop 845,000 bales. Its vast 
ii ze was not fully realized by the trade until May, 1881, when prices declined under the large stocks. 

* Crop of 1882-83 exceeded all previous crops, and was about 1,500,000 bales greater than the preceding 
Top. This was not plainly seen until April, 1883, when prices declined to lowest of the season. 

A Crop of 1890-91 exceeded the estimates made in November, 1890, by over 1,000,000 bales, and when it 
was seen that the crop of 1891-92 would also be large the prices gave way. 

Now, I want to call attention to another fact. I hold in my hand a statement of 
the total sales of futures in New York and New Orleans. Every future sale is reg^tered 
in the New Orleans and New York Cotton Exchanges. The statement contains the 
future sales in the cities named of the cotton crop from 1880-81 to 1890-91, inclusive — 
the whole volume of those sales, the volume of the crop, and the average price of 
spot cotton for each season. 



I 



■jSr- ^g-^i «-='«»l~t-^*' 



FUTURES ACT. 



td MUon cropt ISSOSl to 1390-91 , 








the voliune of "future" sales 

'price was for apot cotton. Here 

i^nieetioned authority in the cottoa 

on ""W ^ dealer in cotton, but devoting 

*Sifi*'Bi* ^ ^^ ^ print the t&ble in, the 

— -~— tor's attention to it, particularly 

that tailing the volume of future 

; of actual spot cotton was higher 

Jortion to the volume of the crop. 

imple elementary proposition of 

r: that is, that prices are always 

re is, the more you get for the 

distinguished Senator the other 

ling; you have taken the average 

tnt to call your attention to the 

does not give as high an averse 

mer, and that it ia a system of 

glut comes the fanner's cotlon 

i farmer has aheady marketed. 

._.' taJies the hand of the farmer 

:of Despond, and when he is W 

"" pee the price and the specu- 

ilutely and entirely false in 

is untrue, it seems to be an 

lOf fact. 

Mr. D. W. McCune, who repre- 

ill be read. 

ly the other side here, that this 

~ market, and if it also be true 

; market, then it follows if the 

n temporarily reduces prices, 

was ably shown by the gentle- 

the effect of frightening away 

capital that would otherwise 

lerabundance, and if they could 

of the demand and have some 

it, but owing to the manip- 

I that it homed off and kept 

t»would not take hold of it at all. 

Jdually intending to show is this. 

f They siueeie the cotton out of 

10 that he will not buy a pound 
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"Now, this system does not result from a little buyer who buys a few hundred bales 

and sells against it while his cotton is going to market; it is not from legitimate business 

men at all, but it is done by these combinations that manipulate, that squeeze the crop 

out of the hands of the producer and hold it throu^ the season, and deal it out in 

driblets as they need it at a high price. 

* ****** 

''Of course that is impossible; but I do believe that there is a certain part of it — that 
is, the part of it that is carried on a large scale at exactly the right time, when the crop 
commences to move, when the money is scarce, when the big buyers who have agents 
all over the country want to buy, that they can turn and fairly flood the leading future 
market — ^New York — with sales and offers to sell and depress the price very materially. 
I do not see how anyone can deny that. Now, I am taking, Mr. Chairman, a more 
conservative position perhaps than I believe, but I am taking it so as to be sure and 
just." 

Mr. White. Before I meet that argument I desire to call attention to the difference 
between the Senator from Minnesota and this gentleman. The idea of the Senator 
from Minnesota seems to be that this future system prevents the enhancement of 
price, drives it down always and continuously. The idea of the gentleman whose 
statement has just been read is not that futures affect the price continuously, but 
that futures make the price low while the farmer is selling and then make it high when 
the speculator has gotten it. The two pretensions can not be both true. The Senator 
from Minnesota said yesterday that the effect of futures was such that when a man 
bought he could never sell with profit; he could not carry it; he could not get along. 
If a man be a buyer, then it seems to me he would buy at the season when these specu- 
lative buyers would be in the market — that is, buy when, if McCune be right, they 
were closing the farmer out cheap, and sell when the speculators were raising the 
price. That, it seems to me, would be the time to sell. 

If this is a system by which the cotton factors and all those representing the cotton 
planter put the crop down, when it is coming in buy it, and then raises the price and 
?ell it high for themselves, it seems to me that is a kind of business that would just 
suit the miller. But the Senator from Minnesota says that that does not exist, although 
Mr. ^fcl^une says it does. 

To show that this view is not true, I have made a comparison of prices of middling 
ujiland cotton in New York from 1880 to 1891 with the period from 1850 to 1861, the 
same standard of comparison being applied to both. I nave taken the prices during 
both, periods. Here they are during the time when the future system did not exist, 
from 1850 to 1861. Here they are when the future system did exist, from 1880 to 1891. 
I have taken those two sets of prices and made the calculation, and any man can 
make it. 

I will print the table as a part of my remarks. It shows the range of fluctuation in 
the two periods. What was it? Why, sir, the greater range of fluctuation was in the 
period from 1850 to 1861, before futures. In 1850-51 the fluctuation was S-j^ cents 
more than the range of fluctuation in the first year of the other period, 1880-81. In 
1X51-52 it was fifteen-sixteenths more than it was in 1881-82. In 1854-55 it was 2 J 
cents more than in 1884-85. In 1856-57 it was 2^ cents more than it was in 1886-87. 
In 1857-58 it was 4fi cents more than in 1887-88. There are but three years in the 
whole time in which the range of fluctuation in the period where futures obtained was 
greater than the range of fluctuation existing before the future period, and those three 
years are explained by the occurrence of disturbances which operated on the market 
entirely extraneous from the future question. I will annex explanations of these 
years by way of notes to the table. 

Comparison of prices of middling upland cotton in New York since 1880 with the period 

from 1850 to 1860. 



Season of- 



I<VV-S1 

KS2-.S8 

KSJi-Hl 



1 
Highest 


Lowest 


price. 


price. 


• 13 


IOtV 


13t>» 


llj 


12-1 


10 


11« 
lU 


10 


10 


8| 


11 


9^ 


11 

12^ 


ft 
10 


11 


7k 



Range of 
fluctua- 
tions. 



2A 

m 
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Comparison of prices of middling upland cotton in New York since 1880 with the period 

from 1850 to 7560— Continued. 



Season of- 



1850-51 . , 
1851-52.. 
1852-53.. 
1853-54.. 
1854-55.. 
1855-56.. 
1856-57.. 
1857-58.. 
1858-59.. 
1859-60.. 
1860-I>1<. 



Highest 
price. 



14J 
11 

HI 

13 

111 

15 

15 

13 

11 

14 



Lowest 
price. 



Range 

or 
fluctua- 
tions. 



Greater 

range of 

prices in 

period 

before 



6 
1 

I 
I 

4 



Less 

range of 

prices in 

period 

Defore 



"futures." "futures." 



li 



2i 






« 



•li 



1 The crop of 1882-83 was the largest grown up to that time and exceeded the previous crop 1,500,000 
bales. Prices yielded under the pressure of excessive receipts and stocks, thus causing wider nuctuatioir 
in prices. 

2 The season of 1883-84 opened under the depressing influence of the large stocks remaining in the United 
States and Liverpool from the crop of the previous season (an increase of about 360,000 bales), and the 
lowest prices were current from Hept. 1 to Jan. 1. 



The condition of the new crop planted in the 



spring of 1884 was unfavorable and this caused a sharp advance, thus widening the range of fluctuations^ 
The crop proved to be 1,237,000 less than the previous one. 

• In the first four months of the season of 1889-90 the receipts at the ports were the largest previously 
Tesorded, reaching 4,270,000 bales, and exceeding the receipts of the corresponding period of the previous- 
season by 556,000 Dales. Under this pressure prices receded from llf cents on Sept. 1 to lOJ cents on Nov. 4,. 
this latter price being the lowest of the season. 

* Prices for 1860-61 are to the end of April. The Civil War was a disturbing factor after that date and 
prices advanced before close of the season (Aug. 31) to 20 cents, making a range for the entire season of 
10 cents. 

Reference to the seasons from 1866-67 to 1879-80 has been omitted because they 
covered what is known as the reconstruction period, as well as the time of suspension 
of specie payments. The fluctuations in cotton during these years were very greats 
and the fluctuations for the four years immediately preceding the establishment of 
the future-delivery business in New York were the largest of which there is any record. 
The fluctuations for middling cotton in New York in 3866-67 were 17 cents; in 1867-68,. 
17i cents; in 1868-69, lOf cents; in 186^70, 15f cents. 

But it may be said you have calculated in the range of fluctuation, and in order ta 
arrive at the range of fluctuation you have taken the highest and lowest price during 
the whole year. There is no other way to do it. 

Mr. Ransom. Will my friend allow me to interrupt him? 

Mr. White. Certainly. 

Mr. Ransom. Will the Senator give us the list of prices representing the period? 

Mr. White. 1 have not the list of prices under my hand. The prices were higher 
before the future period. 

Mr. Ransom. 'Hiey were higher in the first period, were they not, the period when 
they had no futures, than in the period when they had the actual prices? 

Mr. White. Of course, cotton was generally higher years ago than now, and so with 
everything else. There is no contention about that. There is no contention in thiff 
testimony here anywhere that the effect of the future system was to lower the price of 
cotton. 1 have read the statement of Mr. McCune in which he says that the effect 
of this system is not to affect the general price but to make cotton low when the farmer 
is selling and high when he is not selling. 

If the Senator will turn to the Statistical Abstract and make a comparison with all of 
our agricultural products which are not sold by future delivery he will find that 
shrinkage in value affects not only cotton but all other things in this country equally. 
To attribute general shrinkage m value (which has affected the whole country,, 
affected things which are not covered by futures as well as things which are covered 
by futures), to the future system, when the record does not contain any such pre- 
tension, when the gentlemen whom they are combating for say it is simply to prevent 
them from being skinned by having the price put down and then put up, is asking 
me a question which, in my judgment, is entirely out of the record. 

Mr. Ransom. My friend will pardon me. Be invited the question, or I should not 
have asked it, by a remark which he just made to me in a low voice. He was speaking 
of the fluctuations, and I simply desired the information for myself and the Senate to 
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show what the comparative prices were in the two representative periods he desig- 
nated. I asked the Senator this simple question for information, and I hope he will 
not hold me responsible for what any other person has said are complaints of farmers 
and what are not. 

Mr. White. I thought I had fully answered that question by what preceded, when 
I exhibited a table showing the volume of hitures and the volume of crop, and the 
price, and sjiowed that price depended absolutely upon the law of supply and demand 
and not upon the quantity of futures. I thought that question had been answered. 
I think now to my mind it is perfectly and absolutely and satisfactorily answered. 

Mr. Ransom. I did not mean to be involved in this little colloquy between us, but 
I took the liberty of reading a part of the memorandum which the Senator had offered 
to show that the price of cotton was highest when the volume of futures was largest. 
He read the memorandum to the Senate to show that the price of cotton was highest 
when the volume of futures was largest. I read hastily the memorandum, and I have 
it now before my eye. I learned from the memorandum. that the price of cotton was 
highest when the supply was smallest, and that the volume of futures had nothing to 
do with the price one way or the other, or at least it did not have the effect the Senator 
attributed to it. For instance 

Mr. White. I think the Senator ought not to interrupt me by making a speech at 
this time. 

Mr. Ransom. All right; I will not. 

Mr. White. I am engaged in a regular argument. 

Mr. Ransom. I am very sorry 

Mr. White. I appreciate the Senator's regret at interrupting me, and I know how 
keenly he feels its force. 

Mr. Ransom. While the Senator was in his seat and the Clerk was engaged in read- 
ing I asked him a little question, and he said he wished I would ask him then, so he 
could satisfy my mind. But my mind is not satisfied. I am an anxious inquirer. 

Mr. White. Evidently the Senator is very anxious. 

Mr. Ransom. I am very sorry I disturbed my friend — extremely sorry. I did not 
mean to do so. It is a thing I am very rarely guilty of in the Senate. 

Mr. White. The solicitude of the Senator from North Carolina, I think, would be 
fully answered if he had listened to what I said when I produced this table. I never 
thought, and I made no such statement, that the price aepended upon the volume of 
futures; but I said that the average price of the years since the existence of futures 
was largest in the proportion the quantity of futures bore to the crop. Of course 
that statement is a mathematical statement of the proposition that the law of supply 
and demand governed, as the volume of futures depended upon the volume of crop. 
The Senator looks at the statement and says the statement demonstrates that the 
price depended upon supply and detnand, and yet he asked me whether futures 
affected it. That is the answer I got. 

Mr. Ransom. I did not understand the Senator, then. 

Mr. White. In order to prevent any possible implication that this calculation of 
average embraced any very low period or very high period, I have taken the price 
of middling cotton in New York from 1880-81 to 1890-91, month by month, and also 
during the period where no futures existed, month by month, from 1850-51 to 1860-61, 
and it shows beyond a peradventure of a doubt large and abnormal fluctuations, 
month by month, before futures. That is the very condition of things which is com- 
plained of here existed then, and it also shows the absence of such a condition of 
things during the future period. 

In other words, taking the prices month by month since the future period, you find 
a small decline, a decline when the cotton begins to come in, but the rate of decline 
from that declining point throughout the year is less than was the rate of the fall in 
the period where no futures obtained. Taking the fluctuations, following them month 
by month since futures, you find the amount a fraction of a cent. Taking the fluc- 
tuations during the other period, it is not infrequent that they run up into large fig- 
ures. I will take some of them as examples. Take 1884-85, December was 1.39 
above September; 1854-55, December was 1 cent below September. In other words, 
despite the incoming of the crop in 1884-85, December prices had been driven up 
to 1.39 above what cotton opened at the commencement of the season, whilst in 
1854-55 it had lowered in price 1 cent from the beginning of the season. Of course 
all these statements refer to the prices of actual cotton. 

Go to another year. Take 1885-86; October prices were 0.21 below September. 
In 1855-56 they were 1 cent below September. Take 1887-88; December was above 
November 0.35. In 1857-58 December was below November 2 cents. In other words , 

88098— 22— pt 1 10 
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the very procese which is complained of here occurred before the future period and not 
since the future period. Why was this? Because futures held the market with a 
steady hand; and although there was, as a rule, a decline, that decline has been small 
compared with the persistency of decline and the abnormal fluctuations which took 
place before futures came into existence. Now, if this is not a complete answer to 
the complaints, I do not know what could be. I submit this table to be printed as a 
part of my remarks: 

Average price of middling cotton in New York for each month and for each season 1850-5 1 

to 1860-61 and 1880-81 to 1890-91. 



Months, 



8epteml)er 

October 

November 

December 

January 

February 

March 

AprU :... 

May 

June 

July. 

August 1.. 

AvOTBgeforsea' 
son 



1850-51 



13H 
141 
U 
13 
13 f 

m 

llA 
iliV 
lOH 

9i 

9 

H 

12.14 



1861-52 



ft 

9f 
10 

lolf 

9.50 



1852-53 1853-54 1854^55 1855^56 



lOA 



11.02 



10.97 



10.39 



9A 
91 

9A 
10 
10 

lOH 

\^ 

iiA 
lij 

10.30 



1850-57 1857-58 



13.51 



12.23 



1858-59 



12.08 



1851^^ 



IIH 

11^ 

llA 

lll^ 

11{ 

Hi 

llj 

11] 

11 

11.00 



1860-01 




12L00 



1880-81 



11.80 
11.25 
11.27 
11.92 
11.91 
11.59 
11.00 

lam 
ia64 

11.05 
11.45 
12.25 

1L75 



Months. 



September , 

October 

November 

Becembo* 

Jandary 

FeUxuvy 

March 

AprU 

May 

June 

July 

August 

Average for season 



1881-82 


1882-83 


1883-84 


1884-85 


1886-86 


1886-87 


1887-88 


188a-89 


1889-90 


1890-91 


12.22 


12.40 


10.37 


10.56 


10.06 


9.33 


9.81 


10.45 


11.28 


10.54 


11.61 


11.12 


10.61 


9.05 


9.86 


9L33 


9.51 


9.86 


10.61 


1&28 


U.81 


ia48 


ia51 


iai9 


9.41 


9.17 


10.20 


9.93 


ia26 


9.60 


11.97 


10.33 


10.45 


10.95 


9.28 


9.47 


10.55 


9.81 


10.27 


0.39 


11.94 


10.17 


10.66 


11.12 


0.26 


9.50 


ia63 


9.87 


10.50 


9i37 


11.77 


10.22 


10.76 


11.19 


9.08 


9.50 


lao; 


iao5 


11.19 


9.17 


11.99 


10.16 


11.04 


11.31 


9.11 


10.00 


10.16 


10.18 


11.41 


8.99 


12.18 


iai7 


11.80 


11.02 


9.25 


10.58 


9.87 


10.03 


11.70 


8.94 


12.20 


ia86 


11.64 


ia89 


0.24 


11.00 


laoo 


11.10 


12.20 


&90 


12.28 


10.53 


11.36 


10.78 


9.21 


11.16 


iai6 


1L08 


12.14 


&51 


12.78 


10.09 


11.03 


10.33 


9.50 


10.58 


ia55 


11.23 


12.11 


8.25 


12.97 


10.14 


10.88 


10.41 


9.40 


9.85 


11.02 


11.39 


11.81 


8wl0 


12.25 


11.50 


11.00 


ia62i 


9.50 


lasii 


ia37i 


10. m 


ILSO 


9.431 



1891-02 



&61 
&51 
8L16 
7.94 
7.55 
7.25 
0.87 
7.11 
7.33 
7.58 



7.6Q 



1 Nominal. 

1884-86, December 1.39 cents above September; 1854-55, December 1 cent below September; 1885-86, 
October 0.20 cent below September; 1855-56, October 1 cent below September; 1887-88, December above 
November 0.35 cent; 1857-68, December below November 2 cents. 

But there is other overwhelming evidence of the advantage which has resulted 
from future-delivery transactions. I affirm that the certain effect of futures has been 
to relieve the American producer from the grasp of the British spinner; has been to 
decrease the shipping margin between the New York and Liverpool markets, thus to 
that extent assisting the producer. I hold in my hand a comparative statement na 
to the values of middling and upland cotton in Liverpool and New York at the times 
of the lowest prices in New York in 1844, 1845, 1848, and the lowest price in 1892 — 
making allowance for the difference in freight charges and the equivalent for the 
delay in time. I submit the table to be published in connection with my remarks: 
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Comparative values of middling upland cotton in Liverpool and New Yorky at the times 
of lowest prices in New York in the years 1844, t84S, 184S, and 189ty making allowance 
for difference in freioht charges and an average mail date equivalent of S5 days later than 
Liverpool date for tne New York date. Exchange, 4-85. 



Date. 



Liver- 
pool 
price. 



. Pence. 

Nov. 25, 1844 ' 3^ 

Feb. 7, 1845 ! 3i 

Apr. 7, 1848 

Mar. 3, 1892 



Freight. 



Pence, 






Liver- 
pool 
price, 
freight 
paid. 



Pew^e. 
3 
3i 

3i 



Equal 
Ameri- 
can 
money. 



Cents. 

7TSr 
8 

7A 



New 
York 
price. 



Cents. 
5A 

7tV 



Differ- 
ence or 
shipping 
margin. 



Cents. 



This statement is remarkable in two respects: 

1 . The enormous margin required in the past by the cotton merchant to protect himself against a decline, 
as compared with the present, when he can protect himself by selling for future delivery. 

2. The wide fluctuation in that margin, ranging from 1^ cents to 2| cents, showing the lack of stability 
in values. 

It is also a well-known fact in the cotton trade that during the years of low prices cited cotton in the 
southern ports sold for less than 4 cents per pound, while now, with the same or lower range of prices cur- 
rent in Europe, it is bringing 6 cents per pound in the South. 

These figures show that on November 25, 1844, cotton in Liverpool was 3 J pence. 
The freight was three-eighths pence. The Liverpool price, freight paid, was 3J pence, 
the equal in American money of 7^^ cents. The New York pnce was 5X cents, 
leaving a shipping margin of IJ cents. Now, go to February, 1848; the shipping 
margin is 1 J cents; in April, 1848, it is 2J cents. These facts show that there existed 
between the lAverpool price of cotton at that time and the price of cotton here this 
large marsin. 

What did that come from? It came from the fact that the American producer was 
at the mercy of the British spinner. His cotton came into the market. Our mills 
could not consume it. Here was this large surplus, representing at least 70 per cent 
of the crop, and the margin between America and Liverpool was an average of nearly 
2 cents during those years. 

It may be said, **But you have picked out years; you have selected 1844 and 1845 
and 1848.*' In order to meet that criticism I have had a table prepared, showing the 
shipping margin between Liverpool and New York in 1884-85, 1885-86, 1886-87, as 
the period of futures, down to 1890-91, with a comparison from 1854 to 1861 — the 
nonfuture period. 

What does this comparison show? Let us see. The shipping margin in 1854-55 
was 1.36 centa; in 1884-85 it was 1 cent; in 1855-56 it was 1.70 cents, while in 1885-86 
it was 0.87 of a cent; in 1856-57 it was IJ cents-against 0.81 of a cent in 1886-87; in 
1857-58 it was 3.14 cents against one-half of a cent in 1887-88; in 1858-59 it was 1.92 
cents against IJ cente in 1888-89; in 1859-60 it was 2.37 cents against 0.87 of a cent in 
1889-90; in 1860-61 it was IJ cents against 0.93 of a cent in 1890-91. The average 
shipping margin of the seven years 1854 to 1861 was 1.96 cents per pound against an 
average of 0.89 of a cent for the seven years 1884 to 1891 of the futures period. I sub- 
mit the table as a part of my remarks. 

Table showing the shipping margin between New York and Liverpool for middling cotton 
for each season, 1854-55 to 1860-61 {which is as far back as we have reliable data) and 
1884^85 {we begin the period of comparison at 1884^85 inmder to avoid the fluctuations 
of gold) and 1890-91 . 



Season of— 



1884-85 
1885-86 
1886-87 
1887-88 
188&*89 
1889-90 
1890-91 



Liver- 


Equiv- 


New 




pool 
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York 


Ship- 


average 
price for 


United 
States 


average 
price for 


ping 
margm. 


season. 


money. 


season. 




Pence. 


Cenit. 


Cents. 


Cents. 


5H 


11.62 


10.62 


1.00 


5A 


ia37 


9.50 


.87 




11.12 


10.31 


.81 


tft 


10.87 


10.37 


.50 


11.87 


10.62 


1.25 


6A 


12.37 


11.50 


.87 


5A 


10.37 


9.44 


.93 



Season of- 



1854-55 
1855-56 
1855-57 
1857-58 
1858-59 
1859-60 
1860^1 



Liver- 


Equiv- 


New 


pool 


alent in 


York 


average 
price for 


United 


average 
price for 


States 


season. 


money. 


season. 


Pence. 


Cents. 


Cents. 


5i 


11.75 


10.39 


6 


12.00 


10.30 


Iti 


15.00 


13.50 


15.37 


12.23 


7 


14.00 


12.08 


^ 


13.37 


11.00 


13.75 


12.00 



Ship- 
ping 
margin. 



Cents. 
L36 
1.70 
L50 
3.14 
L92 
2.37 
1.75 



Average shipping margin of the seven years 1884 to 1891 is 0.89 of a cent, and of the seven years 1854 to 
861, 1.96 cents per pound. 
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What do these marQ:inB represent? This enormous average difference of over a 
cent a pound on the shipping margin during the years compared was caused by the 
fact that the cotton was held during the future period from pressing on the market by 
the effect of the future-delivery system, and therefore the glut produced nothing 
like the damaging effect that it did before that period. Here was a difference in 
shipping margin of over a cent. Whom was it made by? Of course it was made by 
the American producer. I resume the showing. If the average price depends upon 
the volume of crop without reference to futures, if the range of fluctuations during: 
the period before futures was greater than in the periods of futures, if the fluctuations 
month by month before the future period were much greater than they are in the 
future period, if before the future period there was a large shipping margin between 
Liverpool and this country and that margin has diminished considerably — if these 
facts be true, I ask, Do not they absolutely confirm every proposition I have advanced, 
and do they not justify the universal consensus of the commercial world that dealings 
in futures helps to maintain the price, and therefore helps the producer? 

I come now to the question which my friend, the distinguished Senator from Mis- 
sissippi [Mr. George], put to me, and that involves the discussion of another portion 
of the bill. I say this bill is a delusion. I say imder this bill contracts for future 
delivery can not be practically made until commercial men devise expedients and 
mechanism to frustrate the law and to overcome it, and why? The provision of the 
1)111 is that the planter may sell for future delivery either the crop he nas made or the 
crop he proposes to make. 

Mr. Oeorge. Not proposed, but having in process. 

Mr. White. Well, that does not change the logical proposition. I did not intend 
to state it with inaccuracy. I do not think that affects the situation. Let us see 
how the future business is conducted. In the first place, the question which the 
Senator from South Carolina [Mr. Butler] asked me is perfectly true. A large part of 
the cotton which came early to market had probably been already sold before it got 
there. Sold how? Sold under the future system. The result of the future system 
has been to break up great buyers, and now all over the southern country everywhere 
in every county wherever cotix^n can be sold there is found a cotton buyer. A buyer 
for whom? A buyer for himself. The telegraph goes everywhere. The buyer is 
communicating with spinners. The spinners do not buy average lots of cotton. 
They buy particular kinds of cotton. 

There is no farmer who can sell a particular kind of cotton. A crop of cotton is 
diversified and composed of divers grades. The spinner wants a certain kind of 
cotton. The buyer telegraphs him: *'I will deliver you such a grade of cotton," say 
a thousand bales or 500 bales. He has not got it. There is not one planter who 
could give it to him. He sells it on the faith of his credit and faith in his ability 
to obtain the grades required. The spinner believes in him; he knows him. That 
man, in order to protect himself from loss, the moment the spinner says he accepts, 
telegraphs to a market and buys fulures as a hedge against nis sale to the spinner. 
Cotton as sold for futures does not cover a particular grade, but an average lot of 
cotton. 

All that is below a certain grade is not admitted, and no lot of cotton is of a uniform 
grade. The moment he buys actual cotton he picks out of that lot of cotton the bales 
which correspond to what he has sold the spinner and disposes of futures to that 
extent. If compelled to buy another lot in order to complete his sale to the spinner, 
he sells more of his futures, and so he goes on and goes on until he has made up his lot 
to deliver to the spinner's order, and also disposes of his futures. I ask the Senator 
from Mississippi [Mr. George] where is the farmer who can do that? Where is the 
crop of the farmer that is going to supply that want and carry out such a transaction, 
which is a typical representation of the contract by which the producer's cotton 
pass3S to the consumer? 

Mr. George. Do you want an answer now? 

Mr. White. Certainly; I should be very glad to have an answer. 

Mr. George. My answer is that the farmer can not do it and it can not be done 
under the form of the future contract adopted by ^he Cotton Exchange of New Orleans 
and the Cotton Exchange of New York, 'in both of which, whilst a man purchased the 
contracts for middling cotton, the seller may deliver him any kind of 7 full grades, 
14 grades of cotton, and no manufacturer can ever supply himself under the future 
system as regulated in New Orleans and New York. 

Mr. White. Let me answer the Senator. He evidently has not understood my 
position. Let me state an elementary commercial transaction: A is a spinner. B is 
a buyer. A, the spinner, says to B, the buyer, " I want a thousand bales of long-staple 
cotton." That is not a transaction made under the rules of any exchange. B, the 
buyer, says, ** Very well; I will deliver to you a thousand bales of long-staple cotton." 
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Here a contract has been engendered between A, the buyer, and B, the seller, to de- 
liver a thousand bales of long-staple cotton. The seller has not got the cotton. He 
has got to get it. What does the spinner do in order to protect himself against loss? 
He has sold his goods. He knows the price he is going to have to pay for his cotton . 
He immediately proceeds to sell his goods for future delivery predicated upon the 
price at which he has agreed to pay for this cotton. 

What does the seller do? It is an ordinary contract under the rules of no exchange. 
Then that seller buys a lot of cotton for future delivery — deliverable to him two months 
ahead. He knows the price at which he has bought it and at which he has sold. His 
whole object in doing this is to get a lot of cotton so as to make up this lot which he 
has agreed to deliver. Covered by his two contracts, one of sale and the other of 
purchase, he looks about in the countrj^, picks up the grade he has sold to the spinner, 
-and as fast as he does this he sells out his futures. He may make 20 or 30 future trans- 
actions before completing this entire business. He could not do this without futures. 
How could he do it without suffering the risk of a decline? He insures himself against 
a decline. The spinner insures himself against an advance. Everybody in the trans- 
action is insured. 

Mr. George. Except the planter. 

Mr. White. The planter sells and gets his money. 

^Ir. George. He sells on futures. 

Mr. White. And I have shown he gets a more regular and a better and less fluctuat- 
ing price than he got before the future system came in. That is the answer to it. 

Mr. President, it is one of my great objections to this bill that whilst it holds out a 
delusive hope that the planter can personally dispose of his cotton by futures, he prac- 
tical! jr can not by the restrictions created by this bill. The whole cotton country is 
changing its form. Cotton used to be made in large fields, with one owner and class 
labor. Now it is getting subdivided, and small holdings are coming in. 

I have here a statement taken from the preceding census — I could not get it from the 
last — showing that two-fifths of the farms in the southern country are now small 
holdings, and the system is increasing. Take my own State. We have an alluvial 
country with large planters and we have a hill country with small planters making a 
small number of bales each. Anybody who is familiar with cotton coining to the New 
Orleans market knows that in one invoice there will be 20, 30, 40, and 50 marks of 
cotton, all shipped by one, but belonging to different people. Small planters ship 
I and 2 bales at a time. 

The provisions of this bill allowing the sale of futures by the planter strikes a blow 
at the small farmer in the hills of my State, because whilst it gives them the privilege 
to sell futures under the laws of trade, they will not be able to avail themselves of it, 
whilst the man who makes a large crop and has a large assortment of cotton will find 
himself a favored person as compared with the small cotton producer. I stand for the 
small cotton producer; I stand for the farmer in my State who caji not avail himself 
of the provisions of this bill because he does not make a lot of cotton which he could 
sell to advantage. The effect of this bill will be to allow the man only who has a large 
amount of cotton to sell it under the bill. 

Mr. President, the figures are so clear to my mind that I have searched them in 
in vain for an answer. I think they are an absolute demonstration of Hie truth of 
the proposition which I hold, and until the figures are answered discussion of the 
theory of the situation is without avail. I say, with these figures staring me in the 
face, I dare not vote for this bill. The cotton crop from the southern country is now 
coming in. I saw in the Financial Chronicle the other day a statement that there are 
nearly a million bales on the continent. There are fifteen hundred thousand bales of 
cotton in Liverpool, and considerable spot cotton in this country, much probably held 
under future contracts and thus stretched over to the next year. The same day my 
attention was called by a newspaper to the fact of the arrival of the first bale of the 
new crop in New Orleans. 

1 do ndt desire to prophesy evil as to the future. I know that no act of any legis- 
lative body can break up a great commercial system and render it nugatorjr. The 
liws of the world, the laws of commerce, are higher and stronger than any legislative 
system, and they adapt themselves with marvelous rapiditjr to any wrong restrictions 
which may be put upon them. Yet the process of adaptation is one of pain and one 
of travail and one of labor. Pass this bill, strike down this system in the presence of a 
large amount of spot cotton now in stock, and, with a new crop coming, my judgment 
i^ that this bill will cause confusion. By the disarrangement and the turmoil which it 
will probably make in the commercial methods of the whole world, the loss to the 
people of the cotton States will likely not be less than fifty or sixty million dollars for 
the ensuing year. 
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Suppose we do pass the bill and strike the present business methods down, what 

Sod is it going to do? Is there not a cotton exchange where futures are dealt in at 
verpool? Are they not on the Continent of Europe? Did not just a few days 
ago a gentleman send me the charter of the organization of a great exchange in the 
city of Hambuig for the purpose of conducting this business of futures in cotton? 
Did he not send me a letter from a German merchant saying that they had noticed 
the intention to strike down the business here, and they hoped it would come to them? 
Is there not a cotton exchange at Alexandria, in Egypt? Does not both the 
Egyptian and the Indian crop move under the operation of laws of future delivery? 
Without that system I have shown that the disparity between the American price 
and English prices is large. With the system I have demonstrated that the disparity 
dimini£ed until there has been an average gain to the producers of this country of 
over a cent a pound. I am unwilling by my vote here to transfer this vast sum of 
money out of the pockets of the people of the cotton States into the pockets of the 
people of Great Britain. 

(Whereupon, at 1.25 o'clock p. m., the subcommittee adjourned to meet at the call 
of the chairman.) 
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TO AMEND SECTION 5 OF THE COTTON FUTURES ACT AND TO 
PREVENT THE SALE OF COTTON AND GRAIN IN FUTURE 
MARKETS. 

SATTJBDAY, MAKCH 25, 1922. 

United States Senate, 
Subcommittee op the Committbe on Agriculture and Forestry, 

Washingtonj D, C. 

The subcommittee met, pursuant to call, at 10 o'clock a. m., in the Senate Office 
Building, Senator Henry W. Keyes presiding. 
Present: Senators Keyes (chairman), Norbeck, and Smith. 
(The Chairman placed before the Committee the following bill.) 

[S. 2231, Sixty-seventh Congress, first session.] 

A BILL To amend the United States cotton futures act by inserting therein a new section for American 

Egyptian cotton only, to be known as section 5a. 

Be it enacted hy the Senate and House of Representatives of the United States of America 
in Congress assembled, That the Unitea States cotton futures act, approved August 
11, 1916 (Thirty-ninth United States Statutes at Large, page 476), as amended March 
4, 1919 (Fortieth United States Statutes at Large, pa^e 1351), is hereby amended 
by inserting therein a new section for American Egyptian cotton only, as follows: 

" Sec 5a. That no tax shall be levied under this act on any contract of sale men- 
tioned in section 3 hereof if the contract comply with each of the following conditions: 

* * First. Conform to the requirements of section 4 of, and the rules and regulations 
made pursuant to, this act. 

* * Second. Specify the basis grade for the cotton involved in the contract, which shall 
be one of the grades of American Egyptian cotton for which standards are established 
by the Secretary of Agriculture, the price per pound at which the cotton of such basis 
grade is contracted to be bought or sold, the date when the purchase or sale was made, 
and the month or months in which the contract is to be fulfilled or settled: Provided, 
That grade three shall be deemed the basis grade incorporated into the contract if no 
other grade be specified either in the contract or in the memorandum evidencing the 
same. 

*' Third. Provide that the cotton dealt with therein or delivered thereimder shall 
be of or within three grades of American Egyptian cotton for which standards are 
established by the Secretary of Agriculture. 

* * Foiu-th. Provide that in case cotton of grade other than the basis grade be tendered 
or delivered in settlement of such contract, the differences above or below the con- 
tract price which the receiver shall pay for such grades other than the basis grade shall 
be the actual commercial differences, determined as hereinafter provided, except 
that the official cotton standards of the United States for American Egyptian cotton 
shall be used for the purposes of this section, and where middling cotton is mentioned 
in section 8 of this act grade three of the grades of American Egyptian cotton shall be 
substituted for the purposes of this section only. 

** Fifth. Provide that cotton that, because of the presence of extraneous matter of 
any character or irregularities or defects, is reduced in value below that of grade 
five, or cotton that is below the grade of grade five, the grades mentioned being of the 
official cotton standards of the United States for American Egyptian cotton, or cotton 
that is less than one and seven-sixteenths of an inch in lengtn of staple, or cotton of 
perished staple or of immature staple, or cotton that is 'gin cut' or reginned, or cotton 
that is 'repacked' or 'false paked' or 'mixed packed' or 'water packed,' shall not 
be delivered on, under, or in settlement of such contract. 

"Sixth. Provide that all tenders of cotton under such contract shall be the full 
number of bales involved therein, except that such variations of the number of bales 
may be permitted as is necessary to bring the total weight of the cotton tendered 
within the provisions of the contract as to weight; that, on the fifth business day 
prior to delivery, -the person making the tender shall give to the person receiving the 
same written notice of the date of delivery, and that, on or prior to the date so fixed 
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for delivery, an^l in advance of final settlement of the contract, the person making^ 
the tender shall furnish to the person receiving the same a written notice or cer- 
tificate stating the grade of each individual bale to be delivered and, by means of 
marks or numbers, identifying each bale with its grade. 

"Seventh. Provide that all tenders of cotton and settlements therefor under such 
contract shall be in accordance with the classification thereof made under the regula- 
tions of the Secretary of Agriculture by such officer or officers of the Government as 
shall be designated for the purpose, and the costs of such classification shall be fixed 
assessed, collected, and paid as provided in such regulations. All moneys collected 
as such costs may be used as a revolving fund for carrying out the purposes of this 
subdivision, and section 19 of this act is amended accordingly. 

"The provisions of the third, fourth, fifth, sixth, and seventh subdivisions of this 
section shall be deemed fully incorporated into any such contract if there be written 
or printed thereon, or on the memorandum evidencing the same, at or prior to the time 
the same is signed, the phrase ' Subject to United States cotton futures act, section 
5A.' 

"The Secretary of Agriculture is authorized to prescribe regulations for carrying 
out the purposes of the seventh subdivision of this section, and the certificates of 
the officers of the Government as to the classification of any cotton for the purposes 
of said subdivision shall be accepted in the courts of the United States in all suits 
between the parties to such contract, or their privies, as prima facie evidence of the 
true classification of the cotton involved." 

Senator Ketes. I understand that you. Senator Caraway, desire to make some 
further statement in regard to your bill. 

FX7BTHEB STATEMENT OF SENATOR T. H. CARAWAY, OF ARKANSAS. 

Senator Caraway. I desire to make a short statement, Mr. Chairman. Senator 
Smith told me he was going to join me here, and I was coming largely because he 
was going to come. 

Senator Kbyes. I suppose that he is coming. I understood that he would be here. 

Senator (Faraway. I nad presented practically all I care to say. 

Senator Keyes. As I recall it, you made a statement at our first hearing, on January 
20. 

Senator Caraway. I did. 

Properly, I think the chairman objected to my examining Mr. Norman about a 
statement he was making. Immediately afterwards, however, I saw Senator Ransdell 
put in the record a statement that cotton, when the future markets were closed in 1914 » 
went from 12 cents to 6 cents, leaving the inference that both of them thought that 
the closing of the exchanges had that depressing effect on cotton. Senator Ransdell 
immediately took the witness without permitting him to make a statement, and then 
led him to this statement, on page 17 of the printed record: 

"It might have gone to 6 cents a pound, the same price that it went to after the 
cotton exchanges were closed in 1914.^ ' 

It strikes me as utterly useless to call attention to the fact that the war broke out the 
1st of August, 1914, and that shipping was all driven off of the seas. I was particularly 
interested in cotton myself at that time. Not only was I growing cotton but I was 
ginning cotton and selling cotton, and the market went all to pieces because there 
was not any possibility of sending a bale of cotton across the seas and no one knew 
when the cotton would be shipped; and the exchanges were closed simply to protect 
the people who had contracts in the exchange, and not because it affected the price 
of cotton one way or the other; but people who had bought or sold cotton realized that 
they could not resell their contracts, and in the interest of the gambler, pure and sim- 
ple, they closed the exchanges so that he could not be ruined by the driving down of 
prices. It was just like a comer. 

Now, I don't know whether jrou, Senator Keyes, are much interested in a matter 
that has been under investigation in New York City, namely, the American Ex- 
change, which is not the same thing as the cotton exchange, but it was operated in 
exactly the same wav. 

Senator Keyes. The American Exchange deal in cotton? 

Senator Caraway. That is all tbey dealt in. 

Senator Keyes. So I understood. 

Senator Caraway. It dealt in cotton. I had quite a number of newspaper clip- 
pings, but somebody in cleaning up my office threw them away. It was conceded 
by everybody that they influenced the price of cotton, and the judge presiding was 
very much concerned because it transpired that they were not dealing in actual 
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products; that they were simply selling something that did not exist. There was no 
difference whatever between trading on the American Exchange and the cotton 
exchange. It was simply a rival institution, and it may be said of the cotton exchange, 
if there is any credit due it, that it brought about the proceedings that closed the 
American Exchange as a rival institution. I think it is a good thing it closed it. 
They sold practically 50,000,000 bales of cotton, as I now recall, and never handled 
a bale. 

The cotton exchange sold something over 100,000,000 bales and did not have a bale. 
That seems to be largely the difference between the two exchanges. 

Senator Keyes. That is covering what period? 

Senator Caraway. Last year. 

Senator Dial. On the New York Exchange, Senator Caraway, 120,000,000. 

Senator Caraway. The American Exchange I was discussing, Senator Dial, a rival 
institution, doing exactly the same kind of business, trading in the same kind of 
contracts, except on the cotton exchange the unit is 100 bales, but the American 
Exchange, in order to reach the smaller fellow, permitted them to buy 10, which took 
in the small fellow in the office and did not limit it to the head of an institution. 

Senator Norbeck. That was the main difference in the two? 

Senator Caraway. All the difference. But it is conceded, and it is claimed, even 
by the cotton exchange, that the American Exchange was able to affect the cotton 
exchange; therefore it introduced a disturbing element into their business. The 
American Exchange could raid the market and raid it without knowledge of the cotton 
exchange, making it an uncertain rambling condition there, and so, just like one 
gambling house objects to another, they put the American Exchange out of business. 

Now, I notice here Mr. Norman, to whom I was referring a moment ago, was detailing 
his manner of hedging. I shall not repeat the testimony. It appears on page 18. 
He said if he should buy 10,000 bales, we will say, of July cotton, and in July he did 
not require the spots, he would sell his July hedge and buy an October heage, and 
so on, alleging that he had 10,000 bales of cotton. Well, now, if the exchange operated 
that way no one would object to it. I want merely to rep»eat the former statement 
that I rnade, that if a man has cotton I don't object to his selling it for future delivery, 
and the man who buys that contract from him, with the right to have 10,000 bales, 
and based on 10,000 bales of cotton actually in existence, may sell it to anybody 
else he pleases, so long as there is 10,000 bales of cotton back of his contract. I would 
go further than that. If a man is expecting, honestly, to produce 10,000 bales of 
cotton — ^has the land on which to grow it — I should not object to his selling what he 
reasonably believes he is to produce. I would not object to the man who buys from 
him, based upon the same contract, selling to some one else, so long as there was 
always back of each contract either the cotton actually in existence or in process of 
being grown, so that no more bales of cotton may be sold than actually exist or are in 
honest expectation of being produced. 

The laws of many States — I know the laws of my own do — permit one to mortgage 
a crop even before it is planted. He may execute a chattel mortgage on a cotton crop 
that he is going to ^ow, and the court has said that it is a vali,d lien, not because the 
property was in existence at the time of the execution of the contract, but because it 
was in expectation. 

The bill I introduce does that thing. It permits anybody to sell what he has either 
for immediate or future delivery, or to sell what he has a reasonable right to expect he 
will produce, for. future delivery. The spinner would get just exactly the same power 
of hedging then that he has now, and all the elements of uncertainty and gambling 
would be cut out. I think that the man who is going to spin cotton in New England 
and sell the cloth next year ought to be permitted to make a contract now for his 
cotton next October, so that he may know on what basis to figure the sale of his cloth 
for future delivery. Therefore I would not object to his going into the market and 
buying from people who either have cotton or expect to have cotton, a contract that 
guarantees him absolutely as many bales as he wants to be delivered in October, 
November, December, January, or February of next year, so that he might know of a 
certainty what the raw material is to cost him, out of which the cloth is to be spun. 
He ought to have that right. 

But I would prevent somebody who does not produce or does not spin from going in 
and disturbing the market by selling millions of bales of cotton that never did exist or 
never will exist. It disturbs the market, and I have seen it send the price down over 
and over again, and every raid — I don't care what they tell us about one raid will dis- 
place another; one raid is down and another raid is up, and in the long run the price 
will be the same — even if that is true it does no good, because the man who produces 
the cotton must sell from day to day on the market as it exists. I have stood at the 
opening of a cotton market and seen them break the price of cotton $10 a bale in a little 
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town down in my State in 10 minutes. That would be the extreme limit. But I have 
seen it frequently go up two, three, and four dollars a bale. I have seen a difference 
of |4 and $5 a bale in five minutes alter the news of the opening of the cotton market 
reaches us. A raid the other way the next day may raise it, and the gamblers may 
break even, but the small producer of cotton is compelled to sell it. He can not wait 
for the rising market to-morrow. 

Any system that can drive a product up and down without any reference to its real 
intrinsic worth is a false system and one that can have no proper place in the economics 
of any people. 

As I said, there is not any use for me to combat a theorist. I have never had any 
patience and never tried to go out and combat a theorist. I have never seen a time iii 
my life when you could not get somebody with a theory to take any side of any ques- 
tion there was, just like an expert witness. I have never seen arman in such desperate 
straits, charged with crime, tnat he could not find somebody that was entirely repu- 
table and respectable in his standing to come in and swear, under some theory of the 
case, he ought to be excused. I was prosecuting attorney in my district at one time, 
and one of the most prosperous — I won't say that, but one of the most active — lawyers 
in the district was indicted for forgery. It turned out that he had forged people's 
names to notes and then reforged them, and it covered a period of three years. All 
of that time he had been an active practitioner. A Doctor Green was the super- 
intendent of an institution for nervous diseases, the insane asylum, therefore an 
expert on mental troubles. He came in and without turning a hair swore not only 
that this lawyer was at the present time crazy and did not know the difference 
between right and wrong, and had been so for three years, but he went on with a 
very learned discourse on the actions of crazy people; that they had more sense when 
they were crazy than they had before, because this man had a better practice than 
he ever had had, and therefore he had to show that going crazy actually improved 
him as a lawyer. 

Senator Norbeck. Were you able to convict him? 

Senator Caraway, No. There was one fellow on the jury that thought the doctor 
might know what he was swearing about. 

But those are mere illustrations. You can find theorists and people who love a 
theory better than they do a fact. They will sit all day, if they have an audience, 
on a box in front of a store and expound theories of government and finance and 
religion and anything else that happens to enter their minds, and usually every- 
thing is in the mind of a theorist; and you can find these market theorists in the Gov- 
ernment employ and out of it that will ignore a fact or, not ignoring it, will try to 
account for it by some theory that does not strike anybody with any force. I know, 
because I have been a producer 6t cotton all my life. I will repeat what I said before. 
When I was seven years old I went into the neld and worked. I was a day laborer, 
worked by the month, have been a share cropper, have rented lands, and now I am 
an owner of lands. I have grown cotton and sold cotton. I have sold it on the plat- 
form; I have sold it through the conunission merchants. I have sold it practically 
in every way that a man could sell it. I have become thoroughly consdnced from 
experience, and I am as sure of it as I am of anything that exists, that there never 
will be any profit year in and year out in the growing of cotton as long as men may sit 
in New York or New Orleans and sell the product over and over again, year in and 
year out, whether it exists or does not exist. I think I said once, and I want to repeat 
it, that a man right now, if you want him to, will sell you more cotton than there is 
in the world. 

Senator Keyes. Will you suspend for a moment? 

Senator Caraway. Yes. 

(The hearing was silspended for a short period.) 

Senator Caraway. Mr. Chairman, I started to tell you this: One may go on the 
exchange now and buy for delivery next fall — I will just say that he could buy 50,000 
bales, if he wanted to ao it, if he had the price. There is not a stalk of cotton planted. 
Nobody knows how many acres will be planted, because that is subject to all the 
changes of the elements, and after it is i)lanted nobody knows within 5,000,000 bales 
how many bales will be grown, because it is subject to every hazard ; the boll weevil 
may wipe it all out, or practically all out. They may have 17,000,000 bales or they 
may have 6,000,000 bales, but everybody does know there won't be a 50,000,000-bale 
crop; there never was and never will be. It is physically impossible. This is true. 
The man that will sell you a product that does not exist, that he knows never will 
exist, and that he can not deliver, is either one of three things. He is either a fool, a 
crook, or else he knows how to manipulate the price when delivery time comes so that 
he may settle upon differences and make money. A plain idiot might do it because 
he would not realize what he is going to do. A crook might do it because he might 



OX) AMEKD SECTION 5 OF THE COTTON FUTUKES ACT. 155 

say, "I will get his money now, and when delivery time comes I will not be here." 
Excluding those two classes, because I don't intend to apply either one of those terms 
to dealers in futures, because I realize as long as the law will permit it, perfectly 
honorable men will engage in the business, and I do not have any criticism of them 
for it. There are just as good men in the exchanges as any other place. JBut the 
other alternative, then, becomes absolutel>^ certain. Any intelligent man, man of 
honor, man of means who is responsible for his contracts, who will enter into a contract 
to sell me for future delivery a product that does not exist, that he knows never will 
exist, and therefore that he can not fulfill his contract, but must settle with me upon 
differences, must have some means of controlling that contract or the price, or else he 
will go out of business. 

Down in my country it used to be a more or less common thing for some fellow who 
did not want to work to open a poker game in the back room of some building or 
upstairs over some kind of business, and pjeople came in there and played in this game. 
He had a little box that th^ called a kitty. Everybody contributed to that, so he 
had a certain safe margin. But everybody knows he could not have rented the room 
and paid the light and heat bills and maintained himself unless he had some way 
in which he could have the better of the game. 

Now, these men could not pay fabulous prices for seats on exchanges and grow rich 
out of it unless there was some way to control the market . If it was a q uestion of chance, 
Chance is a blind goddess, and it would break anybody eventually, because they 
have that enormous overhead charge. Therefore, I don't care what your theorists 
tell me, I know there is some way to manipulate the market so that tney will have 
the better end of the contract, or they could not carry the extremely heavy over- 
head charges incident to their business and grow rich out of it. Even if we only 
allow them to make what they could, I then could carry that and not perish, but in 
breaking the market there are thousands of parasites all the way down who live on 
it, and tne very man who buys my cotton takes into consideration these raids on the 
market, and he strips the price accordingly. So that it is multiplied a thousand per 
cent and y«u see it, regardless of what the report of the bureau showed this last year, 
as I now recall it, except one time. 

After each report the market broke, although the cotton estimate started in with a 
10,000,000 or 11,000,000 bale crop and ran down to six million and something. It 
broke each time except one, as I now recall it, after each report, although each report 
was lower than the one preceding, and necessarily we ought to have expected the 

Erice to go up. It broke for this reason. There are a whole lot of fools in this world 
esides uiose who are in places for feeble-minded people, and they imanne that the 
report is going to show a lesser number of bales than the previous one, from the fact 
that is clear to everybody that there was a falling off in the cotton production; the 
boll weevil was destroying the crop, and they got in each time just before the report, 
hoping that there would be a rise, and they would get in on it, and the folks on the 
inside broke the market each time. 

I have a brother who grows cotton. About every other year he is almost financially 
ruined. Just now he happens to be clear down and out. He is a member of the 
Baptist Church, and I think as good a citizen as anybody in this country. He and, 
I believe, four other members of his same little church decided they were going to 
raid the cotton market, and they bought up a hundred bales apiece and went to 
Memphis with |500, and that night all of them walked home. They were wiped out 
in a day. I was glad of it, because every man to his trade. As foolish as some folks 
think the Negro is, whose head is not as big as your fist, if you would let him come 
here he could break every Senator in WasM^e^n in a crap game before night, because 
he understands the art of his peculiar calling, and it is wise to let him alone. 

He is an artist in his own line, just as these cotton men are. It comes down to this, 
Mr. Chairman: Is it wise to let these men who trade in the New York and New 
Orleans Cotton Exchanges and make money — and, as I said, I am not falling out with 
them as long as it is lawful, because it ought not to be considered dishonorable if it 
is lawful. So long as Congress licenses those callings, I would not want to say that 
the Congress licenses a dishonorable calling, and honorable men are in it; but is it 
wise to maintain these exchanges and destroy a basic industry that affects possibly 
20,000,000 people in the South and almost as many who spin cotton in the North? 
They raid us both backwards and forwards. 

This man Norman, whom we referred to a moment ago, seemed to think it was a 
perfect privilege to pay a premium on a future contract, and, as I inferred, he thought , 
it did not cost anyoody anything; but you could pay out thousands of dollars for 
what he called insurance ana you would not collect it off of the man who produced the 
cotton or you would not pass it off on the man who bought the cotton. It just disap- 
peared in the process oi trade. Now, any theorist can demonstrate that. I have 
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never found a man yet with a theory who, if you would just let him have time, could 
not solve all the ills to which flesh is heir. Jacob Coxey, if you would give him a 
printing press and power to use it, would banish poverty from the earth before night; 
and I think he honestly believes he could do it. There are men of that kind all over 
the earth, with theories, and if you will just let them develop a theory they become 
intoxicated with their own logic and sometimes are able to intoxicate everybody 
around them. 

Troteki and Lenin had a theory that thev could prosper without money and 
without anybody owning anything, and nobody being responsible to anybody else ; 
-every fellow was just going to be responsible to himself; and they wrecked 180,000,000 
people, and starvation now threatens 10,000^000 or 15,000,000 of them. It is a mis- 
fortune that comes from putting a theorist in control of government. I doubt not 
Trotski and Lenin were absolutely honest in their theories, and I am persuaded 
that both of them are men of a great deal of information; they would be called men 
of broad information. And there are plenty of good men of broad information that 
are trading in cotton, some of them from purely selfish interests, and some of them 
because they are honestly convinced it is proper. But at least we may say this, 
that they have had 50 years in which they could develop their theories, and in 50 
years they have ruined every grower of cotton three or four times over, and it is time 
to try a new experiment, if it is an experiment, and I sincerely hope we may get a 
report and get it on the floor and get a chance to present it to the Senate. 

I just want to say this much about the bill I introduced. I have stricken from it 
grain. I am perfectly willing that the grain grower should be his own judge about 
his market machinery. I know absolutely nothing about it. I have no theory to 
propound. I have no desire to thrust my views into that field of discussion. 

Senator Keyes. You have already asked that that be stricken out? 

Senator Caraway. I made that statement because of something that was said to 
me by Senator Norbeck. 

I prefer to use the |)ower to control communications rather than taxation, because 
if we use taxation, or if we employ the theory of taxation, we employ a jjower of the 
Government which is intended to raise revenue, in order to suppress certain activities 
of the people, and I don't like to do it. I do not like to do it for this reason: Taxation 
can only reach exchanges in this coimtry. Under the bill I have introduced, which 
undertakes to control tne transmission of information, we are just as able to protect 
ourselves against manipulations in Liverpool or Bremen or any other cotton exchange 
whether in the United States or abroad, as if it were located right here in the District 
of Columbia, and it is more flexible. We can absolutely permit the delivery of any 
commimication in accordance with law without any hindrance at all, and reach the 
ma^ always if he violates it, because we have got absolute check on it. 

I think that is all. 

Senator Keyes. We are much obliged to you, Senator, for your statement. 

Now, I imderstand Mr. Morrill is here, from the Department of Agriculture. 

STATEMENT OF MB. CHESTER MOB.BILL, ASSISTANT TO THE SEC- 
RETABY. UNITED STATES DEPARTMENT OF AaRICULTUBE. 

Senator Keyes. Mr. Morrill, we have several bills before this committee. I assume 
that you know what bills they are. There is one by Senator Dial and one by Senator 
Caraway, and we have recently had one introduced by Senator Shortridge. And, 
by the way, the original Dial bill has been withdrawn and a substitute has been 
submitted in place of it. We have to-day received S. 2231, introduced by Senator 
Shortridge, covering long staple Egyptian cotton. 

Mr. Morrill. Yes, sir. 

Senator Keyes. You, then, know the bills that are before us? 

Mr. Morrill. Yes, sir. 

Senator Keyes. Now, if you can give us any suggestions from your own experience 
in cotton matters that will be helpful to us in regard to this legislation we would be 
would be very glad to have you do it. 

Mr. Morrill. Will you indicate the order in which you wanted me to take up 
these matters? I have not participated in the discussions heretofore. 

Senator Keyes. No; I know you nave not. It has been pretty general, Mr. Morrill, 
heretofore. I think you can take it up in your own way, and give us the benefit of any 
criticisms of the bills before us, or any suggestions you may have looking toward a 
change in the present law covering the marketing of cotton. I understand that you 
have recently been abroad making some investigations over there in regard to their 
cotton and cotton marketing. 
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Mr. MoRBiLL. My trip abroad was in June and July of last year, and of course any 
observations that I made of marketing conditions at that time would be subject to the 
qualification that conditions have changed a great deal since that time. 

I went over to Europe with Mr. W. B. Meadows, who was acting in chaise of the 
cotton division of the Bureau of Markets at that time, primarily for the purpose of 
attending the World's Cotton Conference and taking up at the World's Cotton Con- 
ference the movement to secure an agreement upon a single set of cotton standards 
for use throughout the world as applied to American cotton. That is a subject that is 
not dealt with in any of these pending bills that you have here before you, but we 
have the condition of affairs that the Liverpool Cotton Association, under the auspi- 
ces of which the Liverpool Cotton Exchange is operated, has a set of standards 
which differs in some respects from the American standards and differs in termin- 
ology, and the result is that the export trade of this country is done on two sets of 
standards — ^the American standard within this country, and to some extent in direct 
transactions with foreign buyers, and the Liverpool standards, acc6rding to the agree- 
ment of the parties in the particular instance, and where they use the Liverpool 
standards it is subject to arbitration by arbitrators selecte by the Liverpool Cotton 
Exchange, who are all Englishmen and who do not in any respect represent American 
interests, and we have had the hope that a condition of affairs would be brought about 
by which a single set of standards could be used, not only in domestic commerce but 
in foreign commerce, and that a system of arbitration could be brought about which 
we believe would be fair to our shippers and exporters as well as to the other side. 

The English delegates to the World Cotton Conference were absolutely opposed to 
anything which would bring about a change in their own standards and were unwilling 
even to join with us in an effort to decide upon a set of standards which would be 
acceptable to everyone concerned, regardless of any preconceived notions that we 
might have, but as time has gone on we have — ^and when I say "wfe " I am referring 
to the American cotton trade rather thau to the Government — succeeded in reducing 
the control that the Liverpool Cotton Association has over the grading of American 
cotton to some considerable extent. American cotton firms, to a considerable extent, 
are beginning to sell direct to spinners and persons throughout Europe, without 
reference to the Liverpool Cotton Association, and gradually the sphere of influence 
of the Liverpool Cotton Association is being cut down as to our spot-cotton trade. 

There is in Germany a cotton association, at Bremen, which provides arbitration 
on standards of its own, and at the time of our visit to Germany they listened with a 
great deal of interest to our arguments, and assured us at that time that they con- 
sidered them favorably, and it was quite likely that they would be willing to join 
with us in a movement to use a single set of standards which would be acceptable 
to the American cotton trade. 

In Italy we found that the Italian merchants were not satisfied with the Liverpool 
arbitration because of its uncertainties, and they have expressed their approval of a 
movement to secure the transaction of business on American standards, and to provide 
an arbitration which would adequately care for the interests of the American shippers 
settling disputes as to cotton delivered. 

Therefore we have felt that we are gradually moving toward the thing that we have 
tried to accomplish, and it would certainly be of great benefit to the American cotton 
trade if only one set of standards of classification of cotton were used in our export 
trade. 

Senator Dial. We could not cover that by law, could we? I agree with you it 
would be very desirable. 

Mr. Morrill. We could so far as our own interstate and foreign commerce is con- 
cerned; and there has been introduced in the House a bill to prohibit the use of, so 
far as grades are concerned, any grades other than those of the official cotton standards 
of the United States in interstate or foreign commerce. It is a move in the right 
direction, I think. I would hope that it could be accomplished without legislation. 
That was the endeavor we were making, and I think perhaps in the course of years 
the substitution of a single set of standards will be accomplidied, but it will be much 
slower than it would be by means of legislation. 

Senator Dial. I agree with you. 

Mr. Morrill. The American cotton trade, all the wav ifrom the producer to the 
spinner, was quite adequately represented at the World's Cotton Conference. For 
example, there were such men as ex-Governor Manning, of South Carolina, and Mr. 
Cooper, of South Carolina, and people from all of the cotton States were there, and it 
appeared to be the imanimous sentiment of the American delegates that the idea of a 
single set of standards for classification of American cotton was a good one, and one 
that ought to be put across, and that if it could not be put across by agreement there 
should be legislation. I don't wish to appear to be advocating the legislation here, 
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but I am simply stating the sentiment of the American cotton trade as we got it in 
connection with this matter. 

The present official cotton standards of the United States are established under 
the authority of the United States cotton futures act, which is the subject of some 
of these proposed amendments here. That work is carried on continuously as a part 
of our duties under the cotton futures act which, at the same time, also provides for 
the control over the kinds of contracts that are dealt with on future exchanges; and 
I might say, in that connection, that so long as the future exchanges are allowed 
to function it would be especially desirable to have American cotton traded in only 
on one set of standards, because the contracts of the Liverpool Cotton Association 
call for delivery of cotton according to Liverpool standards, whereas the contract 
on the two American exchanges — the large exchanges — calls for delivery according 
to American standards, and, of course, there is a slight difference in value between 
the two contracts on that account, and you can only compare the operations of the 
two exchanges by comparing the trend rather than by taking and comparing the 
exact values of the two forms of contract. 

Senator Ransdell. You speak of the two large cotton future exchanges. Are 
there any besides the New York and New Orleans where cotton is traded in? 

Mr. Morrill. Yes: the American Cotton and Grain Exchange, of New York, is 
a small institution established a few years ago, and is the one to which Senator Cara- 
way was referring earlier this morning. 

Senator Ransdell. That is in addition to the big New York Cotton Exchange? 

Mr. Morrill. That is in addition to the big New York Cotton Exchange. The 
difference between the big New York Cotton Exchange and the American Cotton 
and Grain Exchange is that the big exchange has been established for half a century 
or more, and is a. very large institution, and is the one which is, in addition to the 
New Orleans Cotton Exchange, used for the hedging and other purposes of the 
American cotton trade. The small cotton exchange, the American, uses a form of 
contract which provides for the delivery of 10 bales of cotton, whereas the large 
exchange contract calls for 100 bales of cotton, and, in addition, on the small exchange 
cotton may be delivered in fulfillment of contracts at any spot cotton market in 
the South on transfer of bill of lading, whereas on the New York Cotton Exchange 
contract delivery can only be made out of a warehouse in New York. Likewise, at 
New Orleans delivery can only be made out of a warehouse in New Orleans. 

Senator Ransdell. How extensive is the business of this American Cotton Ex- 
change? 

Mr. Morrill. It has been increasing very rapidly since it began. The exact 
volume at the present time I am not acauainted with, but I have heard it stated 
that it is as high as 2,000,000 bales a montn. 

Senator Ransdell. When did it begin business? 

Mr. Morrill. It began business — ^well, it was organized, if I recollect correctly, 
about four years ago, but its active business has not been going on more th^n twa 
or three years. 

Senator Caraway. If you will pardon me, it must be very much higher than that, 
because of the sworn testimony before Judge McAdoo that they dealt in 50,000,000 
bales. That was the statement in the clipping that was lost off of my desk. 

Mr. Morrill. The exact information as to the volume of trading on all the exchanges 
is in the possession of the Treasury Department through the medium of the reports 
that they get, and I don't happen to be familiar with the recent volumes of business, 
but it has been a matter of pretty rapid development. 

Senator Caraway. I notice — of course, this sworn testimony is all I know — ^that 
they had two ways of trading. If they crosssed the pavement and bought and sold 
large numbers of bales it was understood to be a purely fictitious trade for the purpose 
of raiding the market up or down, as the case might be. Say that a man might go on 
the market and buy 1,000,000 bales of cotton, if he wanted to, and affect the day's 
trading. I clipped the articles from the publication in which it appeared from day to 
day as the examination was going on, in the court in New York, but those clippings 
have been lost. 

Mr. Morrill. I noticed, in looking over the testimony as recorded in this pamphlet 
of hearings of your committee, that quite a number of people from the cotton belt 
and some of the Senators have discussed this question quite thoroughly. I might 
mention that in addition, as you, of course, know, the subject has been brought up 
at almost every session of Congress since 1884, and that there have been a number of 
bills which have almost succeeded in passage until the United States cotton futures 
act was actually passed in 1914, and preceding the actual consideration of each bill 
there have been considerable hearings, and especially just preceding the passage of 
the original cotton futures act in 1914, and again just prec^ng the amendment to 
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tlie cotton futures act which was adopted in 1919. In between those dates the cotton 
futures act was reenacted in 1916, because of a court decision, and at that time the 
Committee on Agriculture of the House of Representatives reconsidered the whole 
subject. Then recently, when the futures trading act for the grain exdianges wa» 
passed, there were considerable hearings. In all of those hearings the question of 
"wliether there Should be a limitation on speculation or whether the exchanges should 
be abolished was threshed out to a considerable extent, and it seems to me that I could 
hardly add anything to that discussion, because it was so thoroughly discussed both 
pro and con; and, moreover, if the question is to be looked at from the standpoint of 
an attempt to prohibit gambling on future exchanges, it involves a different question 
from the question of business economies, because the man in the cotton trade or the 
grain trade who desires to use the future exchange for legitimate hedging purposes 
does not concern himself about the ethics of the speculator who takes the omer side 
of the contract. 

The man in the legitimate cotton trade uses the future exchange for the purpose of 
Insuring himself against fluctuations in price, and he looks upon the man who takes the 
other side of the contract as an insurer. So that in discussing the question of regula- 
tion of future exchanges, I would not want to enter into the question whether from a 
broad standpoint of policy the future exchanges ought to be abolished or not because 
of the gambling features. I think that is too broad a question of policy for me to 

attempt to discuss. But looking at it 

Senator Caraway. May I interrupt you before you start on that? 
I want to make one other suggestion that I intended to make before. I should like 
to ^x the time of its becoming effective, I would say now, August 1, 1923. I would not 
ijvant any change in the law while existing contracts are existing. 

Senator Keyes. As I understand you. Senator, you want your bill to read to go into 
effect when? 

Senator Caraway. The Ist of August, 1923. 
Senator Dial. Mr. Chairman, may I ask Mr. Morrill a question? 
Senator Keyes. Yes. 

Senator Dial. Mr. Morrill, what I am trying to do in my bill is not to restrict trading, 
not to put the exchange out of business, and I am not concerned very much about the 
buying and selling of contracts. What I am trying to do is to change the grading of 
cotton. 

Now, my contention is that there is too much latitude there fpr the seller to deliver 
on the contract, and I want to make that workable, yet I want it sufficiently definite 
to be practical. Now, my desire would be instead of giving the seller the right to use 
any one of 10 grades, to limit that nimiber. In other words, I contend that it is abso- 
lutely wrong for the Government to provide contracts requiring a man to sell a specific 
grade of cotton, contract to sell and deliver and sell a specific article, quality of article, 
and then the Government say that you need not deliver that grade, but you can 
deliver any other of 10 grades. My contention is that that is absolutely revolutionary. 
There is no other custom in the world similar to it. It tends constantly and abso- 
lutely to depress the value of an article. I can not conceive of any other plan, scheme, 
or arrangement whereby the value of an article could be depressed greater than by 
allowing a party to sell one quality then the Government to come in and say, "You 
need not carry out your contract, but you can deliver any other quaUty upon an 
adjusted price." Now, I have attempted to correct that evil, as I see it, and provided 
three classes. A, B, and C, with certain grades in each class as a basis for each class. 
My understanding is that all of the tenderable grades of cotton are good, spinable 
cotton, but I am also told there is no cotton mill in the world running on one class of 
^oods that can use all of the^e 10 grades of cotton economically, and therefore the 
indefiniteness in the contract tends to depreciate the value of the commodity. 

Now, I also understand that in exporting cotton, if an exporter received an order 
for one particular grade he was allowed to fill it with other grades, and, therefore, for 
all practical purposes to restrict it to one particular grade would be a nicety that would 
not be needed in the trade, as I understand it. 

I would like to have your views on the arrangement which I have made there con- 
cerning those two matters, to hear what your views are on them, and whether you 
have any objection to them or any suggestions to make. 
Senator Keyes. You have a copy, have you, Mr. Morrill, of S. 3146? 
Mr. Morrill. Yes. As I understand Senator Dial, it is his desire to preserve the 
future exchange for hedging purposes, but to change the form of contract that is used 
for that purpose so as to have a greater value as a trading medium. 
Senator Dial. Yes. 

Mr. Morrill. Therefore, the question of whether the exchanges should be abol- 
ished or not does not enter into tne consideration from Senator Dial's standpoint. 
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Senator Dial. Not at all. However, I will say, by way of just passing, I think it 
is a pretty serious proposition, but I am not ooncemea in that in this particular matter 
here now. I think it is absolutely wrong to allow them to say what they have and 
then the Government to come in and say, "You need not deliver what you sold." 

Senator Caraway. May I interrupt you just there? 

Mr. Morrill. Yes. 

Senator Caraway. There is a practice more or less nrevalent and used very much 
more in the past than it is now of what was commonly called "kiting checks.'* A 
man not having any money in the bank gives a check on this bank, and then ^ve a 
check on some other bank, and swapped his credit around that way, hoping in the 
meantime to be able to redeem it. Every State, so far as I know, nas made that a 
crime; and that is exactly selling what you have not. It is a pretense that some- 
where you have a deposit when you have not. You sell it first to this man and then 
to another. 

Senator Dial. I think I agree with you. Senator Caraway, thoroughly, but I am 
not trying to correct that in my bill. I agree with you that perhaps tcTday 50,000,000 
bales of tne next crop has been sold, whereas, as you said, nobody knows whether 
we will make a go of the crop or two- thirds of me crop or the whole crop, and, in my 
opinion, as long as the man who sells knows that he is not going to be called upon to 
deliver, it tencb to depress the price tremendously. 

Senator Keyes. Mr. Morrill, eo ahead and give us your views on S. 3146, please. 
The main point is the three graaes. 

Mr. Morrill. Under the present cotton futures act there are three forms of con- 
tract provided, one of which section 5 of the cotton futures act was designed primarily 
to provide, the hedging form of contract which the cotton trade has deemed necessary. 
In the beginning all of the 20 grades of the official cotton standards of the United 
States were deliverable on one contract, on the theory that being a hedging contract 
any cotton which a man had within the range of the official cotton standards should 
be deliverable, subject, of course, to the qualification that it be readily marketable, 
flpinnable cotton. 

That enactment of the cotton futures act brought about a great improvement in the 
condition of the futures market. It raised the status of the contract and made it more 
definitely valuable to both buyer and seller, and for the firstryear or two it functioned 
satisfactorily to the cotton trade as a hedge. But war conditions brought about a 
change, to some extent, in the use of cotton with special reference to the lower grades. 
They became less readily marketable, less general in their demand, and their deliver- 
ability on the contract operated as a drag on the price, and there was a time when these 
contracts sold as much as 5 cents below spot-cotton prices. In other words, the future 
contract tends to have no influence over spot-cotton prices and ceased to be useful for 
hedging purposes. 

In March, 1919, Congress amended section 5 of the cotton futures act by striking out 
10 grades and leaving 10 deliverable, which are all named in Senator Dial's amendment 
here, and for more than a year past the price of futures on the New York Cotton Ex- 
change has been regularly above the average price of spot cotton in the South, with 
only an occasional exception, and then only a lew points variation. 

There are charts published in the publication of the Bureau of Markets known as 
** Weather, crops, and markets." The first chart under date of January 14, 1922, 
shows the price of futures on the New York Cotton Exchange, the price of futures on 
the New Orleans Cotton Exchange, and the average price of middlinR cotton in the 10 
spot markets of the South on one chart, together with the Liverpool future prices on 
tne same day. 

Senator Keyes. Let me interrupt you, Mr. Morrill. Just in a general way, will you 

five the committee an idea how the prices vary, generally and roughly speaking, 
etween New York and New Orleans exchanges? 

Mr. Morrill. New York is always higher than New Orleans under normal condi- 
tions. In other words, when the contract is functioning properly the New York Cotton 
Exchange contract sells at a higher price. In fact, properly it should sell at a price 
just enough higher to pay for transportation and dehvery from New Orleans to New 
York, and whenever New York sells above that difference they ship cotton from New 
Orleans to New York to deliver on contract, and whenever New York gets too low 
with reference to New Orleans they engage in what they call straddhng operations 
until the normal parity returns. 

Senator Dial. Now, Mr. Chairman, ri^t there Mr. Morrill has put his finger right 
on one of my contentions. This, Mr. Morrill, is going to the heart of the whole propo- 
sition. You are correct about the price of the spots and the futures. My contention 
is that that proves absolutely nothing, because if it were not for the present law author- 
izing the seller to deliver any of the 10 qualities of cotton on the contract, the price 
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in the 10 spot markets would have been higher. That is too narrow. I am not criti- 
cizing you, but I am giving my contention. That is too narrow a construction of the 
proposition. That is only looking at one phase of th^case. I am not concerned about 
the parties who buy and sell the contracts. I am concerned about the man who ^rows 
cotton. The low price in the 10 spot markets on the preceding day of the dehvery 
of the cotton is because of the unjust, one-sided want of mutuality in the contract. 
That is the reason why the price of spot was so low that day or any other d&y. 1 hope 
to get that clear in the minds of the committee. There are very few points in my 
proposition — ^fundamental points. That is one of the main points. The reason spot 
cotton in the South to-day — of course, I am radically differing from Senator Ransdell^ 
but I want to get that clear — the reason the price of the spot market to-day is so low 
is because of want of mutuality in this contract. 

Senator Ransdbll. Now, Mr. Chairman, the Senator brings me in. I want to hear 
what the witnesses have got to say. I don't want to make my speech now, and J 
don't think Senator Dial oi^t to make his, but we want to hear these witnesses. 

Senator Keyes. I think Senator Ransdell is right. We will have a chance to dis- 
cuss these matters. We can not get witnesses here every day, and we are always 
here. 

Senator Dial. You are right, Mr. Chairman. I beg your pardonj but that was so 
opportune, you know. 

Mr. Morrill. There is no doubt that there is a close relationship between futures, 
and spot, and one would not get anywhere if he undertook to say that there was not, 
or that one did not have any effect on the other. But there gets to be a time when 
futures do not control spots and when spots do not control futures. It would depend 
upon the kind of contract you have on the future exchange whether spot may be said 
to be controlled by futures. We all know when a future contract pjermits delivery 
of cotton that is not readily marketable and not readily spinable the price is depressed, 
and no doubt that exercises an influence on spot cotton prices. But we also know, by 
observation, that every cotton man, and particularly Senator Smith has observed, 
that when the contract gets undesirable, as a matter of fact it begins to sell at a dis- 
count under spot cotton prices, not actually carrying the spot cotton price down 
with it. 

Now, the thing that must be considered in connection with any attempt to amend 
section 5 of the cotton futures act is whether after it is amended it will perform its 
hedging function as well as this price function. In other words, if you disregard the 
hedging function you can formulate a contract which will sell way above the price 
of middling cotton, if you look at it wholly from the standpoint of the kind of contract 
that will bring a high price. For example, we will take the three classes that Senator 
Dial has in his bill here. These three classes are made up from combinations of the 
10 grades now deliverable on the contract. Class A calls for 4 grades, and they are 
all high grades — ^middling fair, strictly good middling, good middling, and strict 
middling. 

If the cotton exchange were to decide upon that contract as a basis for trading, 
you would have a contract that would sell possibly somewhere about the price of 
good middling cotton, assuming that that might be the average of that contract, and 
I hardly think it could be expected that middling cotton in the South could be brought 
up to the price of future contracts that represent good middliii^ cotton. On the other 
hand, if tney should adopt class B, which includes strict middling, middlings strict 
low middling, and good middling yellow tinged cotton, your contract may be and, 
quite likely will, sell somewhere around the average miadling price, on account of 
the fact that strict low middling is deliverable on it. 

Now, the third class provides for the delivery of strict low middling, low middling 
strict middling yellow tinged, and good middling yellow stained. It is ^rfectly 
obvious that that contract won*t sell at a middling price, because middling is above 
any grade Ihat is deliverable on that contract, and yet, on the other hand, when you 
know that middling is not deliverable on it, the middling price won't be brought 
down because of the fact that a contract which does not permit middling sells lower 
than the middling price in the South. 

Senator Smiih. Let me ask you one question right there. 

We have got in this bill proposing an amendment by Senator Dial three bases. 
What, in your opinion, would be the effect on the sale of cotton if the public underr 
stood that when they bought No. 1, cotton of a specific grade, as enumerated there, 
would be delivered on No. 1 or No. 2, the specific grade, and on No. 2, the highest, a 
specific grade? Would it, in your opinion, be possible, or is it probable that they 
would so discount No. 1 as to bring the relative value of all 10 within practically 
the same bounds that now obtain when all 10 grades are admissible on one contract? 
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Mr. Morrill. I might premise my remark by saying that I do not pretend to be 
«n economist or an expert; therefore I have to state the situation as I see it, and as 
it seems to me it might exist, leaking at it from the standpoint of what the member 
of the cotton exchange would do with this bill when it was passed. There are three 
forms of contract. Under the present condition of affairs there is only one form 
of contract, and that forms the basis for all transactions. Therefore the ouyers and 
flellers come into one pit, and expect to deal in one form of contract, and the whole 
volume of business is thrown onto that one form of contract, and you have a con- 
tinuous market that the spot cotton trade argues for. Now, whether you could reduce 
the volume of business and still have enough business to provide a continuous market 
is a matter of guesswork to a certain extent. Now, this divides the present form of 
contract up into three. 

Senator Smith. Three contracts? 

Mr. Morrill. If they should trade in all three, then your volume of business there 
would be cut into fractions of the present volume, or there would be a tremendous 
increase in business in order to provide the same volume of business in any one of 
these three forms of contract. 

My feeling is that they are not going to adopt all three of these forms of contract 
if this amendment is made. That is purely a feeling on my part. I think that quite 
likely they would not adopt class A. Whether they would adopt class B or class C 
is something that I can not foretell, but I am inclined to think thia,t they would adopt 
only one of the three classes, and that would be either class C or class B and not class A. 

Now, if they adopted class B it reduces the number of grades deliverable on the 
contract from the present 10 to 4, and they would be embraced within strict middling, 
middling, or strict low middling white grades, and the good middling yellow tinged, 
-which is a pretty good class or quality of cotton, just about as near white as any of the 
present grades permits. TTiat, of course, would be a more valuable contract from the 
standpoint of tne buyer, it seems to me, because of the fact that he knows that his 
delivery will be restricted within those four grades; but from the standpoint of the 
seller it must be remembered that his hedge is restricted to these four grades; that if 
he has got cotton in any of the other grades of the cotton standards they are not hedged 
by this contract; and looking at it from the standpoint of the banker, who insists 
tiiat the man who deals with him shall see that his cotton is sold on hedge, it can not 
be shown, in the case of low middling, or in the case of any of the other grades that 
are not covered by these four. 

Senator Ransdell. And in the average here, Mr. Moirill, would not the producer 
have more grades than those included, in class B to sell? 

Mr. Morrill. Speaking of the aggregate producer, they have all the grades in 
greater or less volume, according to the year. If it is a good year the number of grades 
will be less; if it is a poor year it will be greater. I remember that I think possibly 
Senator Smith secured the passage of a resolution calling upon the Census Bureau at 
one time to g:et up for him some figures as to spinable cotton, and the>r took as a basis 
cotton which was tenderable on future contracts at that time, which includes the 10 
grades that are all specified in these three classes here, and they at that time estimated 
that there was in storage in the warehouses of the country cotton that was untenderable 
on future contracts to the extent of 24 per cent of the total. 

Senator Ransdell. That is, it did not come within any of the 10 grades? 

Mr. Morrill. It did* not come within any of the 10 grades; so that when we take off 
some of the 10 we add to the volume of imtenderable cotton. Whether that is de- 
sirable 

Senator Dial. You do not imderstand that I am trying to take off any? 

Mr. Morrill. I don't want you to misimderstand me, Senator. I am speaking 
from the standpoint of class B, for example, or any one of the three forms, assuming 
that the exchange will not adopt all three but will select one. Whichever grade 
they select, all other grades will immediately become imtenderable on the future 
exchange. If they select class B, low middlmg cotton will not be tenderable, and 
that will add to the total of untenderable cotton, and low middling exists in quite 
considerable volume in a good many years in the South. 

Senator Smith. Just one question of Mr. Morrill. 

The New York Cotton Exchanjje and, in a large measure, the New Orleans Cotton 
Exchange, is principally a hedging market. This amendment, one of the subjects, 
is predicated upon the idea that the exchange would also be a spot market. That 
would be your construction of it, that the party buying a contract is anticipating a 
delivery oi that cotton, whereas under his hedge it is an insurance against the cotton; 
he then can go and buy his spots wherever he sees fit, or wherever he may find them. 

Mr. Morrill. Senator, I tnink you are quite right. There is a conflict of views 
<;onstantly in all of tiiese attempts to amend the cotton futures act. There is on the 
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one side the vdew that the future market ought to be transformed into a spot market, 
a plauce where a smnner can buy his cotton. 

Senator Dial. There is nothing inconsistent in combining the two? 

Mr. Morrill. The two are totally different things, Senator. The hedging market 
is not intended to be a substitute for a spot market. It is a supplement, an incident 
to a spot market. You would continue to have your spot market if you abolished 
both the New York and New Orleans Cotton Exchanges. On the other hand, you 
would not have hedging markets anywhere if you abolished those two exchanges, 
unless you used Liverpool. 

Senator Dial. 1 understand that, but if my amendment was enacted into law there 
would be nothing to prevent the purchaser going out and buying cotton wherever he 
wanted to, notwithstanding he had the contract, just like they do to-day. 

Mr. Morrill. That is true; your amendment will not in any way place any restric- 
tion on the spot markets, except to the extent that if your contract is less valuable 
for hedging purposes the trading in spot cotton will be carried on on a wider margin 
of profit to the dealer. 

Senator Smith. Well, that is very natural, but suppose that if I, in the purchase 
of my hedge, am purchasing that Kedge for cotton I want, at a satisfactory price, I 
would just call on the exchange to deliver the cotton and never put any broker in the 
field to buy it. Why should I? 

Mr. Morrill. I would not attempt to argue for a minute that the question of whether 
a restriction upon the deliverability of cotton so as to bring it within narrower limits 
would be more valuable to the buyer. It certainly would be inore valuable to the 
buyer, but would the hedging function remain? That is the question. 

Senator Ransdell. And would it be more valuable to the producer? 

Mr. Morrill. That is subject to this qualification always, that as a practical business 
proposition if the future exchange is to perform its functions, the range of deliverable 
cotton must be kept within the limits of readily marketable, spinnable cotton; but 
after you have determined upon what are the readily marketable, spinnable grades, 
any attempt to narrow it further lessens the value of the contract for hedging purposes, 
and lessens the ready ability of the farmer to dispose of his cotton at a satisfactory 
price, because the man who buys it from him is deprived of his ability to hedge to 
the extent that you place restrictions upon the deliverability. 

Senator Dial. Mr. Morrill, would not the purchaser always pay more for a product 
provided he knows what he is going to get? 

Mr. Morrill. He will. He will give more for the contract just to the extent that 
you make it a more valuable contract for him to buy. Restricting the deliverability 
no doubt makes that contract less valuable to the man who buys it. 

Senator Smith. But right there, Mr. Morrill, you are getting a confusion of the two 
ideas again. 

Mr. Morrill. Yes, sir. 

Senator Smith. Of course, if a man is going to buy a contract and expects the cotton 
to be delivered on that contract, from the party who purchases the contract, then, of 
course, he wants to know exactly what grade of cotton he is going to get; but if he is 
hedging and is going to buy his cotton under the protection of that hedge in the spot 
market, he does not concern himself, within reasonable limits — as you say, it is all 
spinnable cotton. By his hedge he is protected. If they attempt to deliver him 
unspinnable cotton at a fixed dflference, like they used to do, he would be absolutely 
at the mercy of the party that sold him the contract, but, under the restriction to the 
10 grades, he is restricted to good spinnable cotton, and he knows that if as a last 
resort he is compelled to take up his cotton on the contract, he not only is protected 
in the spinnable grades, but he is protected against a juggling of the prices, because 
the price must be as of the average of the spot markets on the six days prior to delivery. 

Mr. Morrill. The commercial differences govern. 

Senator Smith. The commercial differences. 

Mr. Morrill. The reason I referred to the proposition of readily marketable grades 
of cotton is because if for any reason the man who sold for hedging purposes has to 
deliver — ^not that he wants to deliver, but if he has to deliver — and the buyer there- 
fore has to receive, the buyer will have something that he can dispose of readily and 
at its current market value. Of course, if there were deliverable to him some cotton 
that he could not dispose of readily, naturally the future contract would be depressed 
in price, just as it was before the present 10 grades were made the limit. The point 
of It is that for hedging purposes, as Senator Smith has been indicating, it is not con- 
templated that delivery is to be made on the future contract, except as a right or a 
privilege, looking at it from whichever standpoint you look at it, either buyer or 
seller. In other words, the right to deliver on the one hand and the right to receive 
on the other is simply a protection as an incident to the hedging function. The man 
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who has bought 100 bales of cotton from a group of fanners does not look upon the 
future market as a place to sell his actual cotton and deliver it to anybody. He looks 
upon that just as he would look upon an insurance company, to get that insurance 
company to protect him against loss while he is carrying on his ordinary business, 
which is selling that actual cotton to spinners or to exporters or to whoever will pay 
him prices satisfactory to him. Therefore, what he wants in the future market is one 
which travels on a constant relationship with spot prices, so that when he comes to 
close out his futures he has been protected Against loss in the meantime; and that 
condition has existed throughout the whole of the year 1921 and January and Feb- 
ruary of this year. 

The lines of the future and spot prices traveled right along together as anyone can 
see from looking at that chart, and even more markedly in the last two months. The 
lines run along almost at a fixed difference between futures and sj^ts. When that 
condition of affairs exists the man in the spot cotton business feels that he has a proper 
hedging contract from the standpoint 6f protecting him against fluctuations. 

Senator Smith. As soon as this overburden or alleged overburden of lower grades 
had begun to disappear the two went back to normal? 

Mr. Morrill. Yes, sir. 

Senator Smith. That is, the future market and the spot market. It is natural to 
suppose that when there was an overflow of the very lowest grade tenderable the whole 
chain would be lowered somewhat on account of that being the most readily available 
and more readily deliverable; but since we have absorbed that I have noticed that 
the two have come nearly together again, and run along evenly. 

Mr. Morrill. Of course, I would not want to give the impression, in saying what I 
have, that I look upon the present contract as a perfect contract and one that will 
always function properly. I am merely saying that diuing the last year or fourteen 
months it has been functioning satisfactorily. 

Senator Smith. Let me ask you this question right here, because I may forget it: 

Staples are now beginning to have quite a good deal to do with the grade as well as 
the color and foreign matter, and will there not have to be more attention paid to 
grades in the contract if we are to keep up with the progress of the business in these 
grades? 

Mr. Morrill. There ought always to have been more attention paid to staple of cotton 
than has been paid to it in the past. The length of staple constitutes a very important 
factor in the value of cotton, and it has been contended by some that the evolution in 
the production of cotton during the last few years has brought us to the point where 
cotton an inch in length of staple is a better basis for trading purposes than seven- 
eii^hths. That ar,G:ument is being made to a considerable extent, and I have heard 
people in the cotton business advance the argument that cotton deliverable under the 
cotton-futures act ought probably to be raised to an inch, for the reason that they con- 
sider that an inch represents more nearly the average production than seven-eighths. 

Of course, we do not have much actual data on length of staple, becstuse the cotton 
business is not conducted in the same way that the grain business is, Senator. In 
other words, in the grain business we have organized inspection departments in every 
grain market in the country, and every bit of grain that comes into a grain market is 
graded and you know exactly how every bit of grain in the country that moves in 
interstate commerce is graded. You can get up figures at any time showing how many 
bushels of each grade go into each market. When it comes to the cotton market we 
haven't anything comparable to that. It is pure guesswork to say how many bales in 
each grade of length of staple there are in the country. 

Senator Smith. Another confusing thing is that you may take a sample of good 
middling and an expert would not tell the difference, so far as color is concerned, 
between seven-eighths of an inch or an inch or between seven-eighths and one and 
onoTeighth, whereas there is a difference of six or seven dollars a bale in the value 
of the two. Classes are misleading. 

Senator Dial. Will you kindly tell the committee, briefly, if you please, the re- 
spective rights of the purchaser and seller in the present contract? 

Mr. Morrill. Under the 'i)resent contract there are 10 grades deliverable, and for 
the purpose of trading the price is intended to represent the price of middling cotton. 

Senator Dial. The contract is made for middling? 

Mr. Morrill. No; the contract is not made for middling. It is made for 10 grades, 
with middling as a basis upon which all calculations are made, for the purpose of 
giving that contract price. 

Senator Smith. A standard of comparison? 

Mr. Morrill. Yes, for the purpose of giving that contract a price. The price is 
set to be for middling cotton, with allowances for grades below and premiums for 
grades above, according to what cotton is deliverable on the contract, and according 
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to ^what cotton is deliverable on the contract, and according to commercial differences 
on the six business days prior to the delivery on that contract. So that when we 
speak of section 5 contracts as calling for middling cotton, we do not really mean 
iiiSLt. We merely mean that middling is the basis of the contract and that the con- 
tract is really a contract for 10 grades, any or all*of which the seller can deliver to the 
buyer and the buyer be required to receive. 

Senator Dial. Has the buyer any preference? 

Mr. Morrill. The buyer has no election at all of the grades which he will receive. 
The seller exercises the option of determining What grades he will deliver. That is 
because the contract has always been looked at from the angle of the southern shipper 
as a contract to be used for a selling hedge with the idea that the southern shipper should 
be able to deliver the cotton that he has, not that he wants to, but that if he has got it 
and wants to be hedged he should be able to deliver whatever cotton he has, and the 
cotton business is so conducted that when a man is buying cotton from the farmers, 
he takes all the cotton the farmer has, as a rule, and t&kes all the grades, and while 
he may not at the time be able to determine exactly the price, according to what it 
would be if delivered on contract, and when I say ''delivered on contract" I jnean 
future contract. 

Senator Dial. It may be that an exporter has bought a thousand bales of cotton in 
each of the specific grades. He could not wait for maturity with any certainty of 
getting that kind. 

Mr. Morrill. The exporter would not buy cotton on the future market for the puiv 
pose of filling contracts for any particular grade. 

Senator Dial. Suppose he wanted a particular grade; then that would do him no 
good, would it? 

Mr. Morrill. What he would do then is this: If he had an order from abroad for 
a thousand bales of, we will say, strict middling cotton, and has not yet bought the 
actual spot cotton in the South, he will buy futures, not for the purpose of receiving 
any cotton on the futures, but for the purpose of securing a hedge imtil he gets the 
actual cptton to fulfill his contract from abroad. 

Senator Dial. There would not be anything wrong if he could buy a contract and 
then deliver it? Where would be the harm in that? 

Mr. Morrill. Of course, you get down then to the proposition of doing business 
on a spot basis. 

Senator Dial. I can not see anything immoral in doing it on a spot basis. 
*Mr« Morrill. I am not trying to argue the morality of the question. I am trying 
to discuss merely the business aspects of it. 

(Whereupon, at 12 o'clock noon, the committee adjourned subject to th^ call of 
the chainnan.) ^ 
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TO AMEND SECTION 5 OF THE COTTON FUTURES ACT AND 
TO PREVENT THE SALE OF COTTON AND GRAIN IN FUTURE 
MARKETS. 



FRIDAY, JUNE 2, 1922. 

United States Senate, 
Subcommittee of the Committee on Agriculture and Forestry, 

Washington^ D. C. 

The subcommittee met, pursuant to call, at 9.30 o'clock a. m., in the Senate 
Office Building, Senator Henry W. Keyes presiding. 
Present: Senators Keyes (chairman) and Smith. 
Senator Keyes. The committee is ready to proceed. 

STATEMENT OF MB.. CHESTES MOBBILL, ASSISTANT TO' THE 
SBCBETAB.Y, UNITED STATES DEFAB.TMENT OF AGBICITL- 
TUBE. — ^Besumed. 

Senator Keyes. Mr. Morrill, as I recall it, at our last meeting you did not have 
time to finish your testimony, and we would be very glad, indeed, to hear any- 
thing further you have to say in regard to the bills that are before the committee. 

Mr. MoBRiLL. Mr. Chairman, I have looked over my testimony since then and 
I do not know that I have anything of real value to add to it. We had some 
little discussion, you will remember, just after the close of the hearing, and I 
don't know that I can add to what I said at that time. 

Senator Keyes. May I interrupt you? 

Mr. MoBRiix. Yes, sir. 

Senator Keyes. After the close of the hearing, as I remember, I had to leave, 
and what discussion took place after I left the room I know nothing about ; but 
if there is anything that took place there that you feel ought to go into the rec- 
ord, I would like very much to have you put it in, because I did not hear what 
was said after we adjourned. 

Mr. Morrill. I was referring to the discussion before you left that did not go 
into the record. 

Senator Keyes. Oh, yes. 

Mr. Morrill. I feel perhaps either you or Senator Smith would have some 
questions you want to ask that would bring out what you want me to discuss 
better than I could if I were to volunteer some statement. You will remember 
we were discussing three bills, the bill introduced by Senator Caraway, which 
had the practical effect of providing for the discontinuance of the future ex- 
changes, as we understand it ; the bill by Senator Shortridge to provide a new 
form of contract for Arizona Egyptian cotton, to which we have no general 
objection ; and the bill by Senator Dial to substitute three classes of contracts 
for the present one class of contract covered by section 5 of the cotton futures 
act; those three classes being made up by taking the grades that are now de- 
liverable under section 5 of the cotton futures act and placing certain ones in 
each of three classes. 

Senator Keyes. As I understand it, Mr. Morrill, you have no objection to the 
so-called Shortridge bill, covering long staple cotton ; that is, if we are to have 
cotton exchanges continue. 

Mr. Morrill. Yes. If in your opinion it is desirable to provide for an addi- 
tional form of contract to take care of Arizona Egyptian cotton, we have no 
objection to this bill. 

Senator. Smith. I have not noticed that bill particularly. Does that specify 
particularly the Arizona Egyptian cotton? 

Mr. Morrill. Yes, sir. It is for that purpose only. The official name is 
American Egyptian. 
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There is one particular item in it about which the department has made a 
suggestion, and that is on page 3, in line 10, where it says 1^-inch length of 
staple. The department believes that should be Ifg-inch length of staple. 
That suggestion was brought before the House Committee on Agriculture, and 
that committee agreed to report the bill out with an amendment making the 
change we suggested. We did it because we believed 1 is is too short and would 
have the possible effect of depressing the price. 

Senator Smith. And misleading the public, because you would think you 
were getting the staple that the American Egyptian would necessarily carry 
witht it when perhaps you would slip in some other cotton. 

Mr. MoRBiLL. We think lA will take care of every legitimate interest and 
at the same time will be better protection to the public. 

Senator Keyes. In regard to the Caraway bill, so called, what is your position? 
Mr. Morrill. The point that we make about that is that it is apparently 
designed, and we think it would have the effect, to close the future exchanges 
for the performance of the function of hedging as now conducted, and it there- 
fore becomes simply a question of national legislative policy for Congress to 
decide whether it wants to close the future exchanges. I think Senator Cara- 
way stated expressly that that was his purpose. 
Senator Keyes. That is my understanding. 

Now, we get down to the Dial bill. 

Senator Smith. I want to ask you, Mr. Morrill — as you recall, I am the 
originator of the present cotton futures act, also the originator as to limitations 
of grades deliverable. We have been working under that for a good little while. 
Now, to take the tenderable grades, divide them into three different contracts, 
and leave the trade to buy A, B, or C — ^what, in your opinion, is the effect upon 
the general trade? ^ 

Mr. Morrill. My opinion would be that the trade would not do business on 
All three forms. Of course I am merely expressing an opinion, because I do 
not know what will happen until it happens, but the practical side of the situa- 
tion, it seems to me, would result in the selection of one of those forms of 
contract, and I would think that they might select the lowest of the three, 
the one which permits low middling, strict low middling, and middling to be 
delivered, because of the fact that low middling and strict low middling par- 
ticularly come within the average range of the bulk of the crop, and because 
it would allow them more latitude for delivering. Naturally, if they were to 
select one of the other classes, A or B, the possibility of delivery and also the 
amount of cotton that could be hedged would be reduced, and of course we 
have always, in any consideration of this question, the limitation of grade on 
contract and conflicts of interest, in a sense. 

The buyers of future contracts who are not buying for hedging purposes 
would probably like very much to have the range of cotton greatly restricted. 
On the other hand, the southern shipper or merchant or other person wha 
stands in a position of hedging against cotton which he may have to deliver, 
does not want the range of cotton restricted, because that narrows his ability 
to hedge himself. So that what we have to do. In our opinion, is to strike 
a safe middle ground ; that is to say, follow the principle that all cotton deliv- 
erable on future contracts must be readily marketable and spinnable cotton. 

Senator Smith. You remember, Mr. Morrill, that the difficulty I had in 
passing my amendment to restrict the grades delivered was to exclude all 
cotton that was not generally merchantable, that the trade did not generally 
desire. 

Mr. Morrill. Yes. 

Senator Smith. And yet to Include and not outlaw, but to include in that 
contract all cottons that were ordinarily on the platform throughout the coun- 
try, tendered as good, dry, sound cotton. 

Mr. Morrill. Yes, sir. 

Senator Smith. Of course, varying in grades as the classification as to color, 
staple and foreign matter might indicate. 

Mr. Morrill. Yes, sir. 

Senator Smith. But all of it good spinnable cotton? 

Mr. Morrill. Yes, sir. 

Senator Smith. Now, the ordinary method of purchasing and selling on the 
platforms throughout the country is in all those grades. 

Mr. Morrill. Yes, sir. 
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Senator Smith. The farmer comes up with a load of cotton that he has 
taken from under his shed and he may hare two wagon loads comprising nine 
bales, and he may have one bale of each grade tenderable. 

Mr. MoRBiLL. That is possible. 

Senator Smith. Yes ; it is possible, and sometimes when the world is fluctu- 
ating it is probable. Now, anyone buying that cotton to hedge against it, would 
he not have to hedge in each class as he has to grade his cotton out? 

Mr. MosBiLL. That is precisely where the difliculty would be, that there is 
no one of those three forms of contract which would be an adequate hedge 
alone; and he would be in the difficulty there of having to hedge three times as 
much cotton as he wanted to hedge, or to not hedge at all. 

Senator Smith. He buys a thousand bales at a given platform, takes it around 
to the warehouse, and he wants to hedge against that purchase; would it not 
necessitate his grading all that cotton and setting each amount off into its sepa- 
rate classification in order that he might hedge? 

Mr. Morrill. Yes, sir. On a strictly hedging basis, he would have to know 
his grades, and he could only safely hedge those grades which were within any 
one of the three forms of contract that he selected. 

Senator Smith. Not only would he have to know the grades, but he would 
have to know how many of each grade he had in order to intelligently hedge 
against that grade. 

Mr. Morrill. Yes ; that Is true. 

Senator Smith. Under the operation of the present law all the cotton that is 
tenderable is more or less interchangeable in the mills. What I mean to say is 
that a mill taking strict low on its contract, low middling or strict middling, 
strict good middling, can combine them all and spin them together. 

Mr. Morrill. The bulk of the deliverable grades can be used by most mills, 
and even though it might be brought out thajt some particular mill could not use 
them all, yet we do know that there are so many mills that combined can use 
them all that there is no difficulty whatsoever about marketing all 10 grades. 

Senator Smith. There is one point, Mr. Morrill, that comes right to the crux 
of this legislation : The allegation has been made that the farmers of the South 
are losing millions each day because the seller of the contract has the right to 
deliver such a scale of grades that he depresses the market, because of the fear 
on the part of the purchaser that if he demands specific fulfillment of his con- 
tract he will be tendered a grade which will entail a loss upon him, because the 
tender of the grade is at the option of the seller, and he has the option in 10 
grades. Under the present law, if I demand specific fulfillment and you fulfill 
my contract by delivery all In the lowest grade tenderable, to wit, low middling, 
you can not ask me more for that low middling cotton than a certain number 
of bona fide spot markets are paying for that cotton at a specified date under 
the law. 

Mr. Morrill. That is to say, the difference between the middling basis and the 
low middling price? 

Senator Smith. Yes. 

Mr. Morrill. And that must be the actual commercial difference in value in 
those markets. 

Senator Smith. And not the fixed difference. 

Mr. Morrill. That is right. 

Senator Smith. Cotton is quoted, let us say, 20 cents, basis New York, and I 
buy a contract from you and demand the cotton. You deliver me my contract, 
a thousand bales or 100 bales, in low middling. Now, the basis is 20. I buy 
upon the basis of middling 20. You deliver me two full grades — that is, w^e used 
to consider it two half grades — ^under, and you tell me that you tender me that 
at 19 cents a pound. I am dissatisfied. Under the law you and I have to ascer- 
tain what low middling was bringing in a certain specific number of bona fide 
spot markets on a given date under the law. 

Mr. Morrill. The seller has no option in that matter. He is compelled to 
accept a deduction from the future contract price of the number of points that 
constitute the difference bet^'een the middling cash price and the low middling 
cash price in 10 bona fide spot markets. 

Senator Smith. Mr. Morrill, do you see wherein it is possible for a broker 
on the New York exchange, or member of any cotton exchange, to take ad- 
vantage, unfair advantage, of a purchaser of a contract as between any of 
the grades tenderable? What I mean is, how will he depress the market? 

Mr. Morrill. He can not depress his market by the grades that he delivers, 
for two reasons. In the first place, every bale of cotton that he delivers must 
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be classed aud certified by a Government employee according to the .official 
cotton standards of the United States, and that is an absolutely disinterested • 
grading of that cotton. In the second place, he does not determine the grades; 
the contract determines the grades, and he can not deliver anything that is 
below what the contract calls for. For example, low middling (using your 
illustration) — if he offers cotton which is actually below low middling, it will 
not be certificated by the Government, and then, having delivered it, he must 
take the commercial discount off of the future price for that particular grade 
of cotton that he delivers, and of course under present conditions all of the 
10 grades are readily marketable cotton, so that if it happened that the buyer 
was not in position to use that low middling cotton in his own mill, he can 
readily turn it over to somebody else at the same price difference that he re- 
ceives it at 

Senator Smith. Well, is it not also a fact that almost a nonappreciable, if 
I may use that term, negligible amount of cotton is actually handled in the 
settlement of hedges? 

Mr. MoBRiLL. Compared with the total volume of transactions, it is very, very 
insignificant, because that is not the purinme of a hedging contract. It is not 
the purpose of a hedging contract to deliver or to receive cotton. A hedging 
contract is in the nature of insurance against price fluctuations in the price of 
spot cotton in which the person who is using the future contract for hedging 
purposes may be dealing. In other words the southern merchant, the exporter, 
the spinner, do not use the future exchange for the purpose of selling and buy- 
ing the actual spot cotton. They use the ordinary channels of commerce in- 
volved in direct deal'ngs between themselves and the persons with whom they 
want to do business for the purpose of disposing of their cotton or buying their 
cotton that they want, usng the future exchange simply as a means of covering 
fluctuations in price between the t'me of purchase and sale of the spot cotton. 
The only time that we get into any particular trouble about the future con- 
tract with respect to the grades Is when an abnormal condition arises, such 
as did exist during the war, when, because of the uses to wh',ch cotton was 
being put and the changes in market conditions and the cutting off of certain 
markets, certain grades become less marketable than at other times. 

Senator Smith. Also on account of the very unfortunate Government order. 

Mr. MoBRiLL. I have that in mind. I have that very much in mnd. The low 
middling has in the past been an uncertain grade in that respect. * 

Senator Smith. Yes. 

Mr. Morrill. Conceivably it might in the future again become uncertain if 
we had a very big crop of low^-grade cotton ; low middling could become some- 
what of a drag on the market or show its effect on future prices. Just at the 
present time and for more than a year past low middling has not been a drag 
on the contract. As a matter of fact, there is not a great deal of it, apparently, 
at this time. 

Senator Smith. Ye^. I have not been keeping up with that. What are the 
differences now? Wliat are the discounts and the premiums above? 

Mr. Morrill. Taking the average of the 10 grades, on May 20 the average 
price of middling in the 10 markets was 19.59; strict low middling was 58 
points off — just a trifle over a half cent. 

SeiMitor Smith. ThJat is somewhat better than it was in 1919? 

Mr. Morrill. Yes, sir. Low middling was 133 i)oints off, which is only 1^ 
cents ; and even good ordinary is only 323 points off middling, or 3 cents. So 
that there has been a decided narrowing in the discounts on the lower grades 
since the war time. 

Now% as to the proportion of strict low middling and low middling, while of 
course we have no figures on the stocks of cotton generally, because you know 
the situation as to ascertaining the grades, yet we do know the stocks of cotton 
in New York deliverable on future contracts, and on May 19 they had in stock 
in New York 146,000 bales of tenderable cotton. 

Senator Smith. That is, certificated cotton? 

Mr. Morrill. Certificated cotton. Of that 146,000 bales only about 38 000 
bale -5 were below middling, and of all of that cotton only 4.460 bales were low 
middling. So that you see that low middling at the present time is not a drug 
on the New Yofk market particularly, 

I might say in that connection that during the month of May just finished 
we have had the largest amount of cotton brought to us for classification 
that we have had at any time since the amendment of March 4, 1919. We 
had something over 120,000 bales classed during the month of May in New 
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Mr. Morrill. May I suggest this for your consideration, that the member 
of the spot cotton trade, such as an exporter, or a broker for a mill who may 
be buying on the future exchange for hedging purposes is not necessarily In 
the market at the same time that some southern shipper is in the market 
for the purpose of selling as a hedge, so that the speculator probably in most 
cases takes the other side of that hedge by the exporter or the Spinner, and 
if the speculator were not there the exporter or the spinner might not be 
able readily to hedge himself in future markets on the buying side. 

Senator Smith. Yes; but leave aside that particular contingency, we are 
concerned with the effects of our market laws and rules upon the commodity 
in the hands of the producer. He is unorganized and he does not in any way 
personally affect the market. His resources are notx)rrou&ly limited, and he 
is absolutely subject to whatever influences influence that market outside of 
himself. He has a commodity the amount of which for market purposes is 
pretty well known by tlie 1st of November, that neither increases nor diminishes 
except by consumption, as to diminishing, until the beginning of the coming in of 
the next crop, and yet we see fluctuations that would justify the presence of a 
new crop or the absence of the one that is there, giving rise to quite a bit of 
criticism, and justifiable criticism, that some influences are at work other than 
the law of suiH>ly and demand or the purchase and sale of the actual com- 
modity. Those engaged in the actual buying and selling, as cotton men, dis- 
tinguished from the producer, may be able to protect themselves in this up and 
down tendency of prices. The cumulative testimony would, lead us to believe 
that they do, because they are still there doing business. 

But it is notoriously true that the producers of cotton are universally without 
means and are always totally uncertain as to what each day is going to deter- 
mine is the value of their cotton. If the rules and regulations of the cotton 
mrket were such that the purchase and sale of the commodity was predicated 
upon and determined practically by the law of supply and demand, as near as 
we may approximate it in human endeavor, there would be less grounds for 
criticism and perhaps less unfairness and less hardship. One would be better 
able to do business. I recognize what you say is true, that so far as hedging 
against purchase and sale is concerned, it might embarrass him for a while; 
but to lea\e the market at the mercy of unlimited sales at any given time, 
the purchasers of this tremendous avalanche of sales then sell, and may not 
intend to take up a single bale. They may be just as purely gambling as the 
man that is selling. They are throwing dice in the w^ay of the prices on 
the cubes, but if the man* that threw the dice had to have the value represented 
on the cube in actual stuff, or the option on it, he could reach his limit as 
quick as he got rid of the amount of stuff he had back of it, and he, perforce, 
would have to stjop. The purchaser could not, certainly, go out and purchase 
under such regulations as that unless he was buying within the limit of supply, 
and I have been worried by that more than anything else that remains to be 
done in the regulation of this commodity. 

Mr. Morrill. It seems to me, following your line of thought, that you are 
thinking in your own mind whether a future exchange is a desirable thing, 
and not whether the sales of future contracts should be limited to persons who 
either have the actual cotton or have it in possibility, because you are discuss- 
ing the effect of the speculation on the future exchanges, on the prices, first, of 
the future contracts themselves, and then by reflection on the price of spot 
cotton. 

Senator Smith. Will you just pardon me there? Let us get our terminology 
together, then we can understand each other better. I can speculate on spots 
just as readily and plunge just as violently as I can on a pure gamble, 
without a speck of cotton back of it We must remember that within 60 days, 
practically speaking, a 12 months' supply is brought into existence. Somebody 
is going to speculate on that actual stuff' for the next 12 months. So that the 
element of speculation is not eliminated. We might eliminate the pure, unadul- 
terated gambling. Now, that is a distinction that I would like to make. 

Mr. Morrill. It, of course, depends upon what your definition is as between 
gambling and speculation. I have heard a good many definitions. I do not 
know that I have ever heard any two people exactly agree as to the difference 
between gambling and speculation. Some people think that perhaps you can 
distinguish between gambling and speculation by saying the person w^ho has the 
actual possession of the commodity is simply speculating, and the person who 
has not is a gambler. 
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Senator Smith. I think for all intents and purposes in cons.'dering the ques- 
tion before us we might take that terminology anil that definition or distinc- 
tion. Say I have a lot that I have actually bought but I do not intend to live 
on it. but am holding that lot for a rising market. I dismiss all tenants and all 
persons desiring to purchase it. People come who want to live on it and offer 
me a premium. " No. I own it. To-morrow or the day after to-morrow, I be- 
lieve it is going up in price. I will hold it.." Mr. Meadows, over there, comes 
to another man and says, " I have not got any lot but I \vi\\ sell you one." 
To this prospective buyer he says, " I w ill sell you one." " You will sell me a 
lot?" "Yes; at half the price Smith is offering that one for." "When will 
you (^eliver it^" "Well, 12 months from now." He will sell that other man a 
lot, will guarantee delivery. He has a clause in his contract, though, that at 
the time of delivery if he has not got the lot he can pay the purchaser a 
premium. Now, it is quoted all around that the lots that Meadows has to sell 
are half the price of Smith's lot. What Smith has got there is the actual lot 
that he has put his money in, and Mr. Meadows has gone ahead and sold a 
number of lots that he did not have, but he put them on the market, and bang 
went the market. But if Mr. Meadows was under the law not allowed to sell 
a single lot until he went and bought one, that would be a gray horse of an- 
other color. 

Mr. Morrill. Taking your distinction, in which class would you put the ex- 
porter who contracts to deliver to an English mill six months from now when 
he has not»any cotton in his possession or any contract with anyone to deliver 
him the cotton? 

Senator Smith. I would put him in the Meadows class. 

Mr. Morrill. Now, as a matter of fact, Mr. Meadows, is not that sort of 
business done by exporters right along, as part of the legitimate spot cotton 
business? 

Mr. Mea^dows. Yes, sir. * 

Senator Smith. That is what I know. 

Mr. Morrill. What is the difference between that and the case of the short 
seller on the future exchange? 

Senator Smith. It is only this. This man, the exporter, sells his cotton for 
future delivery. This broker actually commits himself to the American con- 
sumer. He immediately goes on the board and hedges himself. He has got to 
do it. If he did not do it he would not sell, but he goes there and hedges on the 
board. Now, so far as he is concerned, he is fully protected, whether it goes up 
or goes down. This man who took the chance is purely gambling. That man has 
not, because he has actually and potentially sold a bale the price of which is 
guaranteed, and the delivery of which is guaranteed, but if this man, the ex- 
change man who takes the hedge, had to have the cotton, then he would have to 
go to my warehouse in South Carolina, or yours, and get it. He could not sit 
down there and say, " I will sweat that fellow out with warehouse charges and 
insuran'ce charges and country damage — bleed him white. Here is 10,000 
bales to be delivered next October in Liverpool, and I have not got a bale, and 
the law says I do not dare sell it until I have got it, therefore I must go down 
there and buy that cotton." 

Mr. Morrill. You have brought out something that I had in mind. What 
about that exporter? You said that exporter would not make that contract if 
he could not hedge on the future exchange. Is he going to be able to hedge on 
future exchange if the only one who can sell to him is the owner who has the 
actual cotton? 

Senator Smith. Yes, for this reason: Somebody is carrying the actual spots 
that are ultimately delivered. Who is carrying them? Now, we are getting to 
the very core of this matter. I am carrj-ing them right now. They are actually 
buying and selling my cotton and I am paying warehouse charges and insur- 
ance charges for carrying it. They are actually committing my cotton. 

Mr. Morrill. If the seller of the cotton in that case must have the actual 
cotton somewhere 

Senator Smith. Or the option on It. 

Mr. Morrill (continuing). Either the actual cotton or a contract which obli- 
gates the delivery of the specific cotton to him, then the exporter is not going to 
be able to buy it anywhere except from those people who sell on future ex- 
changes. It will be taken out of the channels of spot trade, assuming that the 
future exchange continues to operate. I don't think it will under those condi- 
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tions. I don*t think you will have any future exchange under those conditions. 
I thinly that you will eliminate the future exchange under that sort of illustra- 
tion, and all the business will be done on a cash basis. 

Senator Smith. WhaH about the stock exchange? It seems to be a pretty 
flourishing institution. 

Mr. MoRBnx. Yes; the stock exchange is, for all practical purposes, a cash 
market. 

Senator Smith. They do a pretty fine business. 

Mr. MoBBiix. Oh, yes ; but they are dealing in stock. 

Senator Smith. But they are dealing in actual stocks. 

Mr. MoBBiix. Yes; but there is no hedging function involved in the stock 
exchange. They are not hedging anything, not any more than the cash grain 
market of the Chicago Board of Trade is a hedging market. That is where you 
pass title. 

Senator Smith. There Is that distinction. I tell you, I am rather of the 
opinion — and I am willing to have this go into the record — that with the actual 
commodity here, just as much so as that railroad out yonder, or a steel plant, 
that actual cotton is there ; and why we can not restrict the purchase and sale 
to the actual stuff is a fruitful field to debate about, and I am not satisfied yet. 

Mr. Morrill. Don't misunderstand me. I do not mean to say that Congress 
has not the power to regulate the operations of future exchanges on the basis 
of their effect upon interstate commerce in cotton, assuming that operations on 
the future exchanges either actually or potentially obstruct or interfere with 
that interstate trade or cause the imposition of a burden on that Interstate 
trade; but the question, as I think, is not a question of power, but a question 
of national policy, as to whether you want to have a future exchange and how 
much you can limit the operations on a futjire exchange without eliminating 
the future exchange ; and, of course, I would not want to have it implied from 
anything that I have said that I think that there is not speculation or gambling, 
if you choose, on the future exchanges. 

I think it is apparent to anyone. who observes these future exchanges that 
from time to time there are movements on the future exchanges that are not 
justified by world ccMiditlons in the spot-cotton trade; that are wholly based 
upon some business purpose of the immediate parties to the transactions, 
involving the idea of making a profit out of a local situation, perhaps ; and, of 
course, the question of whether that sort of thing can be regulated without 
destroying the general function of the exchange is one of being able to segre- 
gate those transactions from other transactions. It is a little difiicult to figure 
it out. Now, it is commonly said — ^and I think there must be a sound basis 
for it — that the strongest concerns in the cotton business would not be par- 
ticularly injured by the discontinuance of the operation of the future exchanges ; 
that they would simply change their mode of doing business ; that instead of 
hedging themselves on future exchanges, as they do at present, they .would 
simply exact larger margins of profit in their spot-cotton business, and protect 
themselves in that way ; and that there would be a tendency to concentrate the 
handling of spot cotton in the stronger and larger firms who are able to carry 
a financial burden of considerable extent. In fact, I have heard men among 
the smaller dealers say that that is exactly what they would fear from stopping 
the operation of the future exchanges; that they would have to either go out 
of business or find themselves jobs with the larger firms that were stronger 
than they were ; and then, too, there is the question of what would happen in 
time of stress. That can be argued on both sides. But we know that in the 
case of wool two years ago the bottom dropped out of the wool market over- 
night. 

Up to a certain date buyers had been traveling around through the far West 
buying wool at around, if I recollecj correctly, 50 cents a pound. The next 
day the buyers said, " We are not buying ; we do not want wool at any price." 
and the price of wool dropped almost perpendicularly to somewhere in the 
neighborhood of 20 cents a pound, and it was a long time before that situation 
was cleared up and wool got back on a marketable basis. There was nowhere 
to sell wool except to the people in the actual wool trade, and they did not 
want td buy, for reasons of their* own. 

Senator Keyes. Now. Mr. Morrill, have you anything further to say on this 
so-called Dial bill, No. 3146. so far as it relates to the amendment of section 5V 

Mr. Morrill. No, sir; I don't believe that I have. 

Senator Keyes. Are there any further questions? 
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Senator Smith. No, sir. , 

Senator Keyes. Very well. Then we are very much obliged to you, Mr. 
Morrill. 

Mr. Meadows, do you want to be heard? 

Mr. Meadows. I do not care to go on the stand, unless you want me to. I 
just came up here with Mr. Morrill. 

Senator E^eyes. Senator Smith, do you know of any further witnesses ta be 
heard on this bill? 

Senator Smith. No ; I do not. 

Senator Keyes. Then the hearing is closed. 

(Whereupon at 10.30 o'clock a. m. the hearing was closed and the committee- 
adjourned. ) 
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